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‘ FIXED OR FLEXIBLE RATE 
FOR STERLING? 


LOMBARD STREET TAKES THE STRAIN 








REFORMING THE TAX SYSTEM 


NORWAY TOYS WITH ORTHODOXY 








WHAT CHALLENGE FROM GERMANY ? 





INDIA’S NEW STATE BANK 
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BAYERISCHE STAATSBANK 


ESTABLISHED 1780 


1, KARDINAL-FAULHABERSTR., MUNICH 
ALL BANKING TRANSACTIONS 
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BRANCHES IN ALL IMPORTANT BAVARIAN TOWNS 


Dcckteieaellieemnnielliaaciaadtiaa een toi eee 











SNR SAR moe LT AT ET A A A A A a 























**T recommend 
HASTINGS and THANET 
BUILDING SOCIETY 
for 


Investment and Savings ’”’ 





Any amount from £1 to £5,000 may be invested, and earns 24% interest, 
Income Tax paid. Payments may be made by cash, postal order or cheque, 
and any sum up to £50 withdrawn on request (larger amounts at short 
notice). Regular savers earn 3% net—limit £10 per month. 

Please call or write for full details and a copy of our booklet ‘‘Profitable 
Investment,”’ also for our “‘ Home Buyers’ Guide,’’ which deals with the 
Society’s excellent House Purchase facilities. 


Hastings and Thanet 


BUILDING SOCIETY 


Established over 100 years Assets £18,000,000 
Head Offices: 
29-31 HAVELOCK ROAD, HASTINGS 46 QUEEN STREET, RAMSGATE 


99 Baker Street, London, W.!. 41 Catherine Street, Salisbury. 3-4 Cecil Street, Margate. 4 St. George’s 
Place, Canterbury. 41 Fishergate, Preston. 88 Mosley Street, Manchester, 2. 111 New Street, Birmingham, 2. 














BRADBURY, WILKINSON & CO., LTD. 


DESIGNERS, ENGRAVERS & PRINTERS 
of 
BANK NOTES, POSTAGE STAMPS, 
BONDS, SHARE WARRANTS, 
CERTIFICATES, CHEQUES, 


and 


ALL DOCUMENTS OF SECURITY 


coo 


HEAD OFFICE & WORKS: LONDON OFFICE: 
NEW MALDEN, SURREY 20 COLEMAN STREET, E.C.2 








TELEPHONE: WIMbledon 0033-4-5-6 TELEPHONE: MONARCH 7531-2 
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“Yes, he said 
I needn’t take 
on extra staff 
after all...°° 


“You know when our orders 
were going up and up? Our 
accountant told me we might 
have to take on more staff. So 
we decided to call in the Bur- 
roughs man. It couldn’t do any 
harm and his advice was free 
... As it is, ’m more than glad. 
He went into the details with 
our accountant, then showed 
us how we could mechanize our 
accounting at low cost —and 
save a lot of overtime. He cer- 
tainly knew his job...” 

The Burroughs man is always 
at your disposal without cost. 
He is an experienced adviser on a// accounting 
and record-keeping systems, and well qualified 
to work in co-operation with your accountant 
and auditor. 

He has a complete knowledge of mechanized 
accounting. But he won’t propose changing 
your accounting methods just to suit certain 
machines. Rather, after a full analysis of your 


. problem, he will make proposals for a rapid, 


economical and workable solution to any prob- 
lem you may have. 

If he does recommend a new system, he will 
prepare a detailed plan for it and help you get 
it working smoothly. He will make sure you 
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continue to get fu// benefit from any Burroughs 
machine you install. 

Whatever your business, large or small—if 
you have an accounting problem, the Burroughs 
man can help you solve it. Burroughs make the 
world’s widest-range of Adding, Calculating, 
Accounting, Billing and Statistical Machines 
and Microfilm Equipment. Call in the Bur- 
roughs man as soon as you like—you’re com- 
mitted to nothing and his advice is free. You'll 
find the number of your nearest Burroughs 
office in your local telephone book. Burroughs 
Adding Machine Limited, Avon House, 356- 
366 Oxford Street, London, W.1. 


One Burroughs man solved this problem: The Phonotas Co. Ltd. 
(weekly telephone cleaning and sterilizing service) have 80,000 
separate accounts, and until recently in London and in provincial 
offices figures were copied by hand. As this led to errors and de- 
layed necessary figures, they called in the Burroughs man, in this 
case Mr. J. G. Winterbottom (left). He showed Phonotas how, 
with just two typewriter-accounting machines and two abbrevia- 
ted-description accounting machines, they could centralize the 
work in London, halve the time spent on accounting, and obtain 
up-to-date figures every month —all without extra staff. 


FOR EXPERT ADVICE ON BUSINESS SYSTEMS 


CALL IN THE “—B, urroughs MAN 
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AIR CONDITIONING 


For Banks 
Factories 
Hotels 
Restaurants 
Offices 
Hospitals 
Department Stores 
Board Rooms 
Clubs, etc. 


THE BEST EQUIPMENT FOR ALL APPLICATIONS IS SUPPLIED BY 
TEMPERATURE LTD. 





TEMPERATURE LTD. 
PHONES: RENown 5813pbx BURLINGTON ROAD, 
CABLES : TEMTUR, LONDON FULHAM, LONDON, Swe. 


























SANWA BANK 


OSAKA, JAPAN 
3 1 S INTEREST CAPITAL: ¥ 2,500,000,000 
4. TAX FREE } 


(equals £5 |3s. Od. p.c. gross) 


SECURE, PROFITABLE SAVING! 


A complete network of 186 nationwide 


INVEST IN SUCCESS branches & worldwide correspondents 


£50 - £5,000 may now be accepted. 
Safe, ncn-fluctuating security, with 
easy withdrawal facilities at any 


time you choose. SAN FRANCISCO BRANCH 


465 CALIFORNIA ST., SAN FRANCISCO 


TAIPEI REPRESENTATIVE 


Write to Dept. 23 for free brochure 
“SAFE INVESTMENTS” 





THE LION 
BUILDING SOCIETY | OFFICE 
HOLLINGTON HOUSE, HIGH STREET TAIPEI, FORMOSA 
CHISLEHURST * KENT 


Tel: Imperial 2233/4/5 
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Whizz through 


coin counting... 





With this new ICC machine, an unskilled 
junior can count up to 2000 coins of 

any single denomination in one minute, 
packing them and recording totals as well. 
And absolutely no risk of error!... 
Adjustment is quick and simple; automatic 
stops can be adjusted to bag any fixed 
quantities up to 15,000—or fittings are 
available to pack the coins in paper rolls. 
The machine is electrically operated, 
trouble-free. Leaves your skilled staff 
free for more important work. It’s a real 
time and money-saver!... Finished in 
grey enamel with chromium fittings. 

Ask us to arrange a demonstration 

in your own office. 


INTERNATIONAL COIN COUNTING 
MACHINE CO. LTD., 
15 ALEXANDRA ROAD, 
ENFIELD, MIDDLESEX. 
PHONE : HOWARD 3027 
(Pte. Bch. Exch.) 


Makers of letter-opening, letter-sealing, 
coin-counting and token-counting machines. 








Quick work-well done 
Imperial 


typewriters 
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BANCO BORGES & IRMAO 5S.A.R.L. 


Established 1884 
Capital and Reserves—Esc. 105.500.000 $00 
Head Office in Oporto, Rua Sa da Bandeira, 20 

Town Branches: 

Rua do Bonjardim, 57 Rua do Infante D. Henrique, 5/7 Rua de Costa Cabral, 11 

Agencies: Lisbon, Braga, Setubal, Ovar, Matosinhos and Amarante 
Office: in Vilar Formoso. Correspondent in Rio de Janeiro: Banco Borges 
All banking transactions. 
Agents and correspondents throughout the Country and Abroad 





Telegrams: BORGIRMAO Telephones: Porto—26665 up to 26669—S5 lines Lisbon—21012 up to 21015—4 lines 














THE BANK OF BERMUDA, LTD. 
HAMILTON 
Somerset St. George's 


CAPITAL £125,000 
TOTAL RESERVES £348,695 
TOTAL RESOURCES £8,344,639 
Complete Banking and Trust Facilities . Real Estate Division 


Sole Depository of the Imperial Government in Bermuda 





















ALLIANCE 


ASSURANCE COMPANY LIMITED 


HEAD OFFICE: BARTHOLOMEW LANE, LONDON, E.C.2 


The Finest Service for all Classes of Insurance 





Special terms granted to Bank Officials in respect 
of Assurances on their own lives. 


The Company undertakes the duties of Executor and Trustee. 
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EMIGRATION 


TRADE * 


Enquiries welcomed on 
INDUSTRY 


OVER 800 BRANCHES AND AGENCIES 


AUSTRALIA AND NEW ZEALAND BANK LTD. 
HEAD OFFICE: 71 CORNHILL, LONDON, E.C.3. Phone AVEnue 1281 


BANKING 
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Higher interest éec6c Investments 


are invited at 22% 
/ on Paid-up Shares, 


; ' 
/ with easy with- 
/ drawal facilities. ae 











: As Income Tax is paid by the Society, 
| these terms are equal 
3 0/ 


to a gross rate of 42% 














ASSETS £7,000,000 / 
LIQUID FUNDS EXCEED £700,000 


/ RESERVES EXCEED £250,000 
/ 





Branch Agencies throughout 
Brochure and Balance sheet from 


England and VVales 


HINCKLEY AND 


£EICESTERSHIRE / 
/ Building Society | 

j Head Office (Established 1870) 

The Borough, Hinckley, Leics. Phone: Hinckley 895/6 
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GUINNESS, MAHON & CO. 


MERCHANT BANKERS 


ESTABLISHED 1836 


53, CORNHILL 
LONDON, E.C.3 





GUINNESS & MAHON 


17, COLLEGE GREEN 
DUBLIN 





GUINNESS MAHON 
REPRESENTATION CO. INCORPORATED 


115, BROADWAY, NEW YORK 6, N.Y., U.S.A. 


























North British 
& Mercantile Insurance 
Company Limited 


For a complete Insurance Service 





61 THREADNEEDLE STREET, LONDON, E.C.2 64 PRINCES STREET, EDINBURGH, 2 








FOR NEW IDEAS * 
ON BUSINESS SAFETY 


At any hour, any day or night, fire may 
Strike at the nerve centre of your 
business — at the irreplaceable records 
and documents, the loss of which means 
business paralysis. You cannot insure 
against such a disaster, you can prevent 
it. Call in the Man from Remington 
Rand and he will suggest the plan and 
equipment to provide night and day 
safety for your business records. 





*REMING TON SAFE PRODUCTS are monolithically 
constructed with an insulation which never deteriorates. They provide point-of-use 
protection for business records through the intense heats and impacts incidental to the 
severest fires. Safe Cabinets are certified to withstand fire rising to 2,000°F, up to 
three hours; Safetifile 60, fire rising to 1,700°F, for at least one hour. Do they sound 
like the answer to your fire-risk worries? Let us prove that they are. 


Send for the Man from HMemington Mtand 


COUPON: | would like to learn more about Remington Rand Safe Products. Please * arrange for a 
representative to visit me [] * send me informative free literature [J (tick course of action required) 


STITT ici chicas ee inelastic 
REMINGTON RAND LTD, 1-19 NEW OXFORD STREET, LONDON, WCI 
Telephone: CHAncery 8888 
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The 
nine lives 


of 
Major Guy 
Peverille- 


Peake 


UY PEVERILLE-PEAKE Is not 

© a man to make the headlines in 

the great national dailies; but it’s surprising 

how frequently you come across his name in 

the local weekly and in certain professional 

quarterlies. Leading nine lives has much to do 

with this, for Peverille-Peake is a man to be 
reckoned with — locally. 

He runs a market garden on his seven acres 
out Taunton way, so he’s employer to a few 
souls in the village. He’s Chairman of the 
Parish Council and a Church-Warden. He 1s 
active in local T.A. circles, canvasses diligent- 
ly for his party at election times, holds a 
trusteeship for the Village Hall (he’s a stock 
character in the productions of the Amateur 
Dramatic Society) and — perhaps this is a 
little surprising — he’s an acknowledged au- 
thority in the county on Saxon Somerset. 

Peverille-Peake, nine lives and all, is not an 
unusual phenomenon. There are thousands 
like him who individually and collectively 
exert a tremendous influence on others. As 





local leaders they are listened to with defer- 
ence. Their tastes, decisions, prejudices and 
enthusiasms affect what others do and think. 

It is the Peverille-Peakes of this world who 
form the backbone of the readership of THE 
LISTENER—the national weekly with unique 
influence among well informed people of 
divers interests. 

Advertisers who wish to appeal directly and 
economically to a selective market of people 
of influence and discrimination will find 
no better medium than the advertisement 
columns of THE LISTENER. 


Average Weekly Net Sales (ABC) Jan.—Dec. 1954, 137,826 





Carries influence with influential people 


ABBC PUBLICATION. ALL ENQUIRIES TO: TOM HENN, HEAD OF ADVERTISEMENT DEPT., BBC PUBLICATIONS, 35 MARYLEBONE HIGH ST., LONDON, w.1, 














The 


Union Discount Company 
of London Ltd. 


(ESTABLISHED 1885) 


CAPITAL & RESERVES - _ £8,000,000 


TREASURY, BANK AND FIRST-CLASS TRADE BILLS DISCOUNTED. 


39 CORNHILL, LONDON, €E.C.3 




















MARTINS BANK 


LIMITED 
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DISTRICT OFFICES IN LONDON, 
LEEDS, LIVERPOOL, 
MANCHESTER, BIRMINGHAM, 
NEWCASTLE upon TYNE 
and 
Over 600 Branches throughout the Country 
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AGENTS ALL OVER THE WORLD 





Head Office 

London District Office: 68 Lombard Street, London, E.C.3 

HEAD OFFICE: WATER STREET, LIVERPOOL, 2 
TOTAL ASSETS (at 31st December, 1954): £363,655,940 
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BANCO DI ROMA 


HEAD OFFICE: ROME 
ESTABLISHED 1880 





PAID UP CAPITAL and RESERVE 
L.3,000,000,000 





LOMBARD 
BANKING 


LIMITED 
BANKERS 
Lombard House ° 5 Aldford Street 


' Park Lane ° London, W.1 
GROsvenor 6211 (20 lines) 




















REPRESENTATIVE OFFICE IN LONDON | Branches and Agents throughout the U_K. 
8, GREAT WINCHESTER STREET, E.C, 2 | 
























































THE NATIONAL UNION OF BANK EMPLOYEES 


Founded in 1918, as the Bank Officers’ Guild, 
The National Union of Bank Employees has a 
membership of over 47,000. 


The objects of the Union are to secure the 
complete organisation of members of the Managing, 
Clerical and full-time Non-Clerical Staffs of all 
Banks in the United Kingdom in order to establish, 
improve, maintain and protect their conditions of 
service, both individual and collective; to maintain 
the highest possible standard of service given by its 
members to the public and the Banking Industry, 
and by such Industry to the community. 


Headquarters: : : 28 Old Queen Street, Westminster, S.W.1 
City Centre ; : " Warnford Court, Throgmorton Street, London, E.C.2 
Birmingham Office: Unity Chambers, 262 Corporation Street, Birmingham 
Scottish Office : : : : 70 Wellington Street, Glasgow, C.2 


THE NATIONAL UNION OF BANK EMPLOYEES 





























r 
| THE ROYAL BANK OF SCOTLAND 


EDINBURGH, LONDON and BRANCHES 
GLYN, MILLS & CO. WILLIAMS DEACON’S BANK LTD. 


LONDON MANCHESTER, LONDON and BRANCHES 











TOTAL ASSETS :—£41 4,353,819 - 


we 











BANK LEUMI LE-ISRAEL B.M. 


formerly THE ANGLO-PALESTINE BANK 
Head Office: Tel-Aviv : 54 Branches throughout Israel 


New York Representation: 20, PINE STREET, NEW YORK 5 


Representative for Continental Europe : 
BLEICHERWEG 1 (am PARADEPLATZ), ZURICH 
London Office: 

6, Gracechurch Street, E.C.3 











Affiliation: The Bank Leumi Le-Israel Trust Company, Limited, Tel-Aviv. The Trust 
Company undertakes the usual Trustee and Executor business. 























ALEXANDERS DISCOUNT COMPANY 
LIMITED 


24 LOMBARD STREET, LONDON, E.C.3. 








CAPITAL PAID UP - - — £2,600,000 
RESERVES - - - -  £2,267,000 
£4,867,000 

DIRECTORS : 


SIR ERIC GORE BROWNE, D.S.O., O.B.E., T.D. (CHAIRMAN) 
ROBERT ALEXANDER 

THE Rt. Hon. LORD BALFOUR OF BURLEIGH, D.L. 
MARK DINELEY 

SEYMOUR JOHN LOUIS EGERTON 

JOHN PATRICK RIVERSDALE GLYN 

ALAN RUSSELL 








MANAGER: 
ANTONY MACNAGHTEN 
Deputy MANAGER: CHARLES C. DAWKINS 
ASSISTANT MAaNaGers: A. J. MCLENNAN, M, L. CREGEEN, I. W. K. SMITH 
SECRETARY: F. W. HATCHER 





BANK AND FIRST CLASS TRADE BILLS DISCOUNTED 
MONEY RECEIVED ON DEPOSIT. 
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CHEAPER ELECTRICITY — eed Q ™ 
Saving as much as 50” = — 
How does the NIGHTSTOR work P 
CAPITAL COSTS CUT by as much as 75°, Very simply. It uses electricity only 
0 at night when cheaper rates are 
SSS CWT Sy 198% available. Controlled by a separate 
, . — time-switch the NIGHTSTOR is 
IT MAY BE WARM TODAY, but winter cold is already only switched on and off automatically. 
weeks away. If you’re prudently looking ahead, now’s The heat stored during the night 
. ; , radiates in an even flow of continuous 
the time to install NIGHTSTOR heaters. Then, this warmth throughout the day. All with 
winter, your premises will be always warm when you perfect safety. 
arrive installation is simple and inexpensive 
’ . Each NIGHTSTOR heater is a com- 
The NIGHTSTOR heater is the most modern, effective pact unit which can usually be installed 
‘ ae : without any rearrangement of existing 
and economical way of heating offices, schoolrooms, stent, Gniuans iad Revaiieees 
libraries, workrooms, and commercial buildings. 
a 7 es 2 —_——" 
Pian your winter heating installation NOW! ‘ee in | 
-Write for descriptive publication HO.2885 for full details. & 





Ni ghtstor heater 
A EEC. PRODUCT 


stores heat at night for use next day 
THE GENERAL ELECTRIC CO. LTD., MAGNET HOUSE, KINGSWAY, LONDON, W.C.2 
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THE NATIONAL BANK 
OF AUSTRALASIA LTD 











LONDON OFFICE: 
7 Lothbury, EC2 


LONDON BOARD OF ADVICE 


Harald Peake, Chairman 

The Rt Hon. Viscount Bruce of Melbourne, 
P.C, C.H, M.C. 

David A. Jamieson, V.C. 


STRAND BRANCH: 
Australia House, WC2 


H. G. Nelson Pires 
The Rt Hon. Lord Rennell of Rodd, WEST END BRANCH. 
K.B.E, C.B. 11a Albemarle Street, W1 


Information Department: 
8 Princes Street, EC2 


R. E. Ash, London General Manager 


Your best introduction to Australia 














ERICH SULTZ 


BANKER 
FOREIGN TRADE BANK 
25. Poststrasse, HAMBURG 36 


Cable: Phone: Telex: Code: 
BANKSUELTZ 34 46 23-5 021 1904 Peterson’s 3rd Ed. 

















THE PALESTINE DISCOUNT BANK LTD. 


HEAD OFFICE: 27 Yehuda Halevy Street, Tel-Aviv 
Affiliation: THE MERCANTILE BANK OF ISRAEL LTD., TEL-AVIV 
Consolidated Assets exceed 90 million Pounds 
32 Branches throughout the country 
Representative’s Office: 
U.S.A. 61 Broadway, New York 6, N.Y. 
ALL BANKING BUSINESS 


Enquiries Invited 
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BARCLAYS CANADIAN CASEBOOK ) 





Closing in on 
Competition 


The Managing Director of a manufacturing firm in Sheffield was very 
keen to tackle the Canadian market. His firm therefore exhibited its 
products at two International Trade Fairs in Toronto to test their suit- 
ability. The results were consistently promising and he determined to 
establish a subsidiary company so that the products could be quickly 
assembled out there. He asked for our assistance and through our 
Toronto branch we arranged for him to visit suitable local sites. It was 
not long before his new factory was being built, and to-day the firm can 
not only win sales more easily, but offers customers an “after sales 
service’? on an equal footing with local competitors. 

Whateve- you want to know about Canada we at Barclays Bank (Canada) 
will try to answer. The Bank can supply much of its information from 
day-to-diiy records in London and any further details that may be 
required will be obtained direct from Canada. Preliminary enuuiries 


are welcomed by our London Manager, Mr. A. G. Fleming. 


BARCLAYS BANK (CANADA) 


A Canadian Chartered Bank and an Associate Company of 
Barclays Bank Limited and Barclays Bank D.C.O. 


London Manager: 54 LOMBARD STREE1, E.C.3 


Head Office: 214 ST. JAMES STREET WEST, MONTREAL 
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National Discount Company Limited. 


(Established 1856) 


(INCORPORATING THE BUSINESS OF MESSRS. REEVES WHITBURN) 


35, CORNHILL, LONDON, E.C.3. 


Telegraphic Address: Telephone: 

NATDIS, STOCK, LONDON MINCING LANE 2433 (10 lines) 
Capital Authorised - -  £5,000,000 
Capital Paid up - - -  £3,458,885 
Reserves - - - - £2,341,115 


Carry Forward - - - £253,973 


Directors : 
Commander The Hon. LOVEIL W. COKE, R.N., Chairman 


LtCol, The Hon. GEORGE AKERS- H. S. H. GUINNESS 
Field Marshal The Rt. Hon. The Viscount ese gy > rans 


ALANBROOKE, K.G., G.C.B. O.M,, 
G.C.V.O., D.S.O. The Rt. Hon. The Earl of LIMERICK, 
O. 


RONALD L. BASSET G.B.E., K.C.B., D.S. 


Manager : 
W. SHEPHERD 


Assistant Managers : 
R. A. LYGON A. H. STANTON, M.B.E. E. BRAIN, M.C. G. H. N. WALFORD 


Accountant : Secretary : 
A. E. WILLIAMSON, A.C.A. J. W. G. LEE, D.S.O. 
Auditors : Bankers : 
. BANK OF ENGLAND. 
PRICE WATERHOUSE & CO. NATIONAL PROVINCIAL BANK LTD. 


Treasury Bills, Bank and Mercantile Bills Negotiated. Money received on Deposit 
at Call and Short Notice at the Current Market Rates of Interest, and for longer periods 
upon specially agreed terms. All communications to be addressed to the Manager. 
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| OTTOMAN 
| (Incorporated in 
B A N K. Turkey with 

Limited > ibility) 


PAID-UP CAPITAL - £5,000,000 


The Bank transacts every 
description of English and 
Foreign Banking Business. 


| BRANCHES throughout TURKEY and the 
| MIDDLE EAST, including EGYPT, SUDAN, 
IRAQ, CYPRUS and JORDAN. 


| Affiliated Institution in Syria and 
| Lebanon: BANQUE DE SYRIE ET DU 
| 





The Bank of N. T. Butterfield 
and Son, Ltd. 


LIRAN. 

B E R M U D A LONDON 20/22, Abchurch Lane, E.C.4 
Established 1858 | MANCHESTER 56/60, Cross Street 
' PARIS 7, Rue Meyerbeer 
Complete Commercial Banking and Trustee MARSEILLES 38. Rue St. Ferreol 
Department services » RUE Ft. eo 
Correspondents of principal English and CASABLANCA |, Place Ed. Doutte 

ISTANBUL 


Scottish Banks 
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Share Accounts 


Two and a half per cent per annum 
Income Tax paid by the Society 


Equivalent to £4.6.11 per cent to investors 


subject to income tax at the standard rate 


Total Assets exceed £213,461,000 











NATIONAL 


BUILDING eee se ee 





Head Office: ABBEY HOUSE, BAKER STREET, LONDON, N.W.1 
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FROM RECOVERY TOWARDS 
Economic 
PHILADELPHIA aR Reena tid 
NATIONAL BANK This diagram which shows the remarkable pro- 
gress made in trading and in industrial and 
Organized 1803 agricultural production by the OEEC countries 


is taken from the SIXTH REPORT OF 
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COMPASS 
FOR THE SOUTH-WEST PACIFIC | 


To a large extent, the navigator’s success is dependent on the accuracy of his 
instruments and information. 

No less does this apply to the banker planning to meet the needs of customers 
having business overseas. In the South-West Pacific, you can rely on the services of 
the Bank of New South Wales—the most experienced and most widely-represented 
commercial bank in the area. The Bank of New South Wales offers a complete 
banking service at over 850 points in Australia, New Zealand, Fiji, Papua and 


New Guinea. 


BANK OF NEW SOUTH WALES 


FIRST AND LARGEST COMMERCIAL BANK IN THE SOUTH-WEST PACIFIC 








HEAD OFFICE: SYDNEY, AUSTRALIA MAIN LONDON OFFICE: 
British and Foreign Department 29 Threadneedle Street, E.C.2 
Manager—John W. McEwen D. Jj. M. Frazer, Manager 


{INCORPORATED IN NEW SOUTH WALES WITH LIMITED LIABILITY) 
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Let's meet at 3-75 


We’re not suggesting 


aan oe 


Please let us explain. 
a mid-afternoon “‘get-together’’. 
a gauge. In short, it’s the thickness in 
millimetres of our rubber flooring between 
the ordinary }” gauge (too light for many 
jobs) and the more expensive 7”. ‘°3.75” 
is, indeed, a very happy medium. A 
solution in terms of adequate thickness at a 
price inside the budget. We can, of course, 
supply rubber flooring in whatever gauge 
you wish .. . tiles in the widest range of 
sizes and colours as our representative 
would be happy to demonstrate. He’s a 


pleasant chap—you should meet him. 


Any time you say, morning or afternoon! 


RUBBER CO. LTD. 
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Spanning 
the East 


Branches of The 


Chartered 
Bank of India, Australia and 
China under British management 
directed from London are 


established in most centres of 
commercial importance throughout 

Southern and South Eastern Asia and 

the Far East. At all these branches a 
complete banking service is available 

and, in particular, facilities are provided 

for the financing of international trade in 
co-operation with the Bank’s offices in 
London, Manchester and Liverpool, its 
agencies in New York and Hamburg and a 
world-wide range of banking correspondents. 
In London and Singapore the Bank is 
prepared to act as executor or trustee. 


THE CHARTERED BANK OF INDIA, 
AUSTRALIA AND CHINA 


(Incorporated b; Royal Charter, 1853) 


Head Office: 
38 Bishopsgate, London, E.C.2 
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Book Type Home Safes 
reduce bank entries 


for small accounts 


With a P.P.J. 

Book Type Home 
Safe always at hand inthe 
home, it’s easy for the 
weekly wage earner to 
slip in the odd amount 





now and then, which 
quickly becomes large 
enough to bank. This 


way Bank entries are fewer and Charges mini- 
mised — an economy both for the Bank and the 


customer. 


These Book Type Home Safes are 
supplied with your House Mark 
embossed on the smart leather- 
cloth covers and are available 
in a wide variety of colours. 





Samples and prices sent on request 


PEARSON-PAGE-JEWSBURY 
co., LTD., 
(Dept. 12), Westwood Works, 
Westwood Road, Witton, 


Birmingham, 6 











The CHARTERED 
INSTITUTE 
of SECRETARIES 


Directors requiring the 
services of CHARTERED 
SECRETARIES for secretarial 
and other executive appoint- 
ments are invited to com- 
municate with the Secretary 
of the Institute, 


14 New Bridge St.. 
LONDON, E.C.4 














BI at toll ED SI Sh AE RN EO ri 








The little extras do add up! 


These little fellows follow one another just like the 


bonuses on With-Profit Policies — welcome ‘extras’ 
which, added year by year, ensure increasing pro- 
tection for dependants and build Endowment 


Policies into handsome maturity. 


Please ask for the Legal & General Leaflet 
“Take a share in the Profits’. 


Special Terms available to Bank Officers 
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LEGAL & GENERAL 


ASSURANCE SOCIETY LIMITED 
CHIEF ADMINISTRATION: 188 FLEET STREET, LONDON, E.C.4 
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ICTUALS may turn into 
V vitamins, the ostler may 
take to his petrol pump and the 
trumpeter of the stage coach 
become the steward of the air 
liner, but a hit right over the 
copper beech on the village 
green is still signalled as six by 


the umpire. 


In our somersaulting world 
many of the older things persist 
and help to preserve, at least, 
a semblance of equilibrium. 
They die very hard, some of 


these older things. 


The city Bank, on five days 
of the week, closes its doors at 


3 o'clock in the afternoon. It 


3-o’clock 


is an act carried out with 


deliberation and dignity, ex- 
pressing the Bank’s link with 
the past, a ceremonial appoint- 


ment with time itself. 


While the staccato noises 
of mechanical accounting echo 
through the hall the big door 
closes and the Bank withdraws 
from the publicity of commerce 
at its counter to the private 
heart of the building, there to 
complete one day’s tasks and 
make ready for another day of 


service. 


sanctioned 


Thus 


by long usage, mingles with the 


custom, 


modern way. 


DISTRICT BANK 


LIMITED 


Bankers 


since 


XXIl 


1829 
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THE OLDEST INSURANCE 
OFFICE IN THE WORLD 


is prepared to undertake ll 
the duties usually entrusted to 


EXECUTORS and TRUSTEES 


at reasonable rates. 
Booklet on application to: 
Head Office: 63 Threadneedle Street, E.C.2 


Branches in all important Towns. 
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A bank with branches all over 
the world 


For over forty years The First National City 
Bank of New York has been developing a 
global network of overseas branches. 

There are now fifty-eight of these branches 
in twenty different countries throughout the 
In addition, nearly three thousand 
from 


world. 
banking correspondents — reporting 
every commercially important city of the 
globe — are in constant touch with Head 
Office in New York. 

The First National City Bank can, therefore, 


offer businessmen with international interests 
—and particularly those engaged in the vitally 
important trade with dollar areas — the sub- 
stantial benefits and invaluable local market 
knowledge of such a system. 

The specially qualified staff of the London 
office will be glad to place at your disposal the 
long experience, resources and facilities of the 
organization. Wherever your interests lie and 
whatever they may be, The First National 
City Bank is anxious to help. 


THE FIRST NATIONAL CITY BANK OF NEW YORK 


(ESTABLISHED 1812) 


Incorporated with limited liability under the National Bank Act of the U.S.A. 


Head Office: 55 WALL STREET, NEW YORK 


London Offices — City: 117 OLD BROAD STREET, E.C.2 


West End: 11 WATERLOO PLACE, S.W.I 


FIRST IN WORLD-WIDE BANKING 
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woe / for Linoleum for good looks and long life 


\ 


\ 
Linoleum brings beauty and efficiency to any 


commercial interior, along with outstanding 
upkeep economies. This photograph of the 
Entrance Hall, Government Offices, Whitehall 
Gardens, shows how skilfully the Architect 
has made use of Linoleum’s impressive 

Architect for the Ministry of Works— decorative value whilst providing a flooring 

E. Vincent Harris, O.B.E., R.A. ; ; i 

Linoleum Installation: V.G. (London) Ltd, that resists scuffing and abrasive wear, 


that is quiet and comfortable underfoot, low in 


first cost, and remarkably easy to clean and keep clean 


> pyle 


FOR LONGEST WEAR EVERYWHERE 


LiNOLEUM 


‘*THELMA”’ stands for The Linoleum Manufacturers’ Association, 127 Victoria Street, London, S.W.| 
THELMA = For further information write to the Association or to any of the following members: 





BARRY OSTLERE & SHEPHERD LTD.,KIRKCALDY . DUNDEE LINOLEUM CO.LTD.,DUNDEE . LINOLEUM MANUFACTURING C9. LTD. 


6 OLD BAILEY, LONDON, E.C.4 . MICHAEL NAIRN & CO. LTD., KIRKCAILDY . NORTH BRITISH LINOLEUM CO. LTD., DUNDEE 
\8 SCOTTISH CO-OPERATIVE WHOLESALE SOCIETY LTD., FALKLAND, FIFE . JAS. WILLIAMSON & SON LTD., LANCASTER 
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A Banker's Diary 





THE economic scene in this past month has been a study in odd contrasts. 
Neither the burden of the strikes nor the pressure of the money squeeze upon 
gilt-edged proved able to damp the ardour of the equity 
The markets, which have gone from strength to strength. The 
Surge in ordinary share index of the Financial Times mounted fast to a 
Equities— new peak in the very midst of the rail stoppage and then, after 
only a brief pause for absorption of profit-taking, it surged 
ahead again to over 218—which is almost 25 per cent. above the lowest point 
in the dip that followed the monetary measures of last February and some 
70 per cent. above the level of early 1954 when the big climb began. The 
impetus behind this movement has come mainly from recognition of the 
fact that in the early post-war years a variety of factors—and especially some 
arbitrary and “ political ’’ ones—had kept equity values lagging far behind 
the inflation-generated rise in prices and incomes. The freeing of the economy 
and the easing of some of the special pressures, notably the belated rise in 
dividends to a more rational relationship to profits, made way for a natural 
adjustment of share values—and the return of a Tory government has now 
encouraged hopes that the whole process may go further. 

In the past month much play has been made in the markets with com- 
parisons of various indices of share values, general prices and profits; but 
there is not in fact any statistical means by which the theoretical scope for 
‘“ adjustment ”’ can be precisely measured, because no index can take account 
of the many changes that have occurred in business circumstances, financial 
habits and fiscal pressures since pre-war days. And even if some remaining 
scope can be presumed, it certainly is not safe to assume that the impetus 
it imparts can now be so strong as to enable the markets to go on taking the 
immediate difficulties of the economy in their stride. 





In the foreground of the picture that includes all this bullishness there is the 
fact that, even before the strikes, it was not sure that the economy was 
already set firmly on the path out of the difficulties that 

—And the loomed up early this year. The trade figures for May, as a 
Money _— subsequent note observes, were heartening but not conclusive— 
Squeeze and those for later months will be so distorted as to be almost 
worthless as a guide to the underlying trend. Thanks to the 
success of improvised transport, the immediate damage done by the rail 
strike has been much less than seemed possible at the outset, but both the 
improvisation itself and the dislocation, not to mention the actual wage 
awards, involve new additions to business costs. The secondary damage 
done on this account to Britain’s earning capacity may in the end be more 
serious than the direct strain—even when the effects of the dockers’ and sea- 
men’s strikes are brought into the reckoning of immediate loss. And although 
the rail settlement itself has its constructive side, in that it is founded upon 
the principle of differentials for skill and responsibility and is likely to cause 
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that desirable principle to be observed more generally, the effect is likely to 
be a still further addition to costs, at least in the shorter run. 

In these and other ways the strikes have unquestionably added to the 
inflationary pressure, and must strain the economy at its most vulnerable 
points. Equally unquestionably, as the Chancellor himself has admitted, 
there is now the greater need to keep monetary policy firm. The City’s 
momentary assumption last month that additional steps were being con- 
templated sprang from the ambiguity of Mr. Butler’s reference—in the debate 
on the Queen’s speech—to “ other credit measures’. But if the authorities 
are not expecting actually to stiffen their policy, they evidently do expect its 
effects to become more marked—presumably in its impact upon industry, as 
distinct from the gilt-edged market, which has had to bear the brunt in the 


opening phase. “I cannot deny’, said Mr. Butler, “ that, as this policy 
was intended to be severe, its severity is likely to be felt in the country in 
certain industries ’’’. Meanwhile, sterling is already weak, yet looks to its 


phase of seasonal strain. It is hard, in the circumstances, to join confidently 
with the many who now believe that gilt-edged have touched bottom. And 
if business costs are simultaneously under strain, will this year’s dividends 
really justify the present abnormal relationship between yields on equities 


and those on gilt-edged ? 


BRITAIN’S overseas trade showed a further improvement last month, and a 
more notable one than in April. Imports at {290 millions were only {10 
millions larger than in May, 1954, whilst exports were up by 

Sterling {20 millions to {249 millions. After allowing for re-exports, 

Light and the visible trade gap amounted to only £324 millions, {10 
Shade millions less than a year before and the lowest since October, 
1954. Taking April and May together, total imports were 
g per cent. below their level in the first quarter of this year (and I0 per cent. 
below on a daily rate). This was due in part to a fall of I per cent. in April 
in the index of import prices (unchanged in May), but the volume of imports 
in the two months was running at 8 per cent. less than in the first quarter 
of the year. The value of imports for the first five months of the year, 
however, was still £227 millions more than in 1954, and of that excess {119 
millions is attributable to imports from the dollar area. 

Heartening though the May trade figures were, they cannot be taken as 
unequivocal evidence that the economy, before the strikes, was responding 
sufficiently to the monetary medicine. The evidence of one or two months 
cannot be a sure indication in any case; and it is also possible that the May 
figures may have been distorted by the dock strike (which began towards the 
end of the month) and by anticipation of the rail strike, as some incoming 
cargoes are believed to have been diverted. It is also somewhat doubtful 
whether decisions taken as a result of the money pressure could have been 
significantly reflected in figures of landed imports as early as May. More 
probably, the decline mainly reflects a natural reaction from the abnormal 
levels of end-1954 and early this year, when imports were swollen by special 
re-stocking demands. 

Meanwhile, some other economic indicators have been distinctly disturbing. 
The gold and dollar reserves were unchanged during Mav, despite the receipt 
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of $304 millions of gold from E.P.U. in part settlement of the large April 
surplus (that for May will have provided only $11 millions), and of a further 
$18 millions from defence aid. The residual deficit of nearly $49 millions is 
believed to have resulted to a significant extent from speculative pressure 
provoked by the uncertainties of the election campaign and then by the 
expectation and occurrence of the strikes. Apparently under this last influence 
sterling last month drifted more significantly downward, falling to $2.78 9/16 
by June 25. 


THE banks’ efforts to defend their liquidity ratios required even more energetic 
action in May than in previous months—and much more drastic action than 
had at first been assumed by the gilt-edged market. Sales of 

Defending gilt-edged reached the record volume of nearly £76 millions 
the during the four weeks to May 18, following £64 millions in the 
Ratios preceding period and bringing the total sold since mid-February 

to £157 millions. Advances continued to rise faster than in the 

similar period last year, but as their rise of £35.6 millions was less than that 
for April, the intensification of the sales of investments is a measure of the 
attention paid to intimations that the liquidity principle ought to be more 
punctiliously observed. The official preference seems to be for a more or less 
uniform minimum target of around 30 per cent.—even though (as a recent 
article in Barclays Bank Review rightly points out) there is nothing sacrosanct 


May 18, Change on 
1955 Month Year 
£m. ém. ém., 
Deposits ' ¥s . wa 6360.9 -19.9 + 25.7 
‘“ Net  Deposits* va - 6104.3 — 42.3 —- oO.L 
0 + 
/O 1 
Liquid Assets ch = - 1943.0 (30.5) — 3.6 —I42.4 
Cash - és - oe 514.8 (8.27) -24.4 +- 14.2 
Call Money ae “a ;, 416.9 (6.6) —I7.1 — 46.2 
Treasury Bills .. - wa 893.8 (14.0) + 29.2 — 140.1 
Other Bills 6 o 4 - 117.6 (7.8) — 8.8 + 29.7 
Investments and Advances .. ‘a 4244.8 (66.7) —{jo.1 +-746.8 
Investments és - i 2141.4 (33.6) —75.-7 — 163.3 
Advances i - i 2103.5 (33.7) - 35.60 + 310.2 
* After deducting items in course of collection. ¢ Ratio of assets to published deposits. 


about that figure. The significance of any given ratio must depend upon the 
surrounding circumstances. 

Five of the “ big seven ’’ banks—but still not the Midland—participated 
in the sales of investments, with the National Provincial ({27 millions) again 
in the lead. Thanks to these efforts four of the banks succeeded in raising 
their ratios despite the pressure for advances; but, as will be seen from our 
usual table on page 65, this still left the Westminster’s slightly below 30 per 
cent., while the Midland’s dropped from 29.9 to 29.1 per cent. even though 
its advances rose only modestly. Some at least of the banks were clearly 
still experiencing a seepage of deposits into bills (or short bonds), and deposit- 
account balances dropped by {£27 millions. Aggregate net deposits again 
moved sharply against the seasonal trend—falling by £42 millions, whereas in 
the comparable period last year they rose by £16 millions. 
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THE latest quarterly analysis has revealed, as expected, that the continuing 
steep rise in bank advances has by no means been principally due to the 
voracious demands (and abstention from funding operations) 

Advances __ by the nationalized industries. During the three months 

‘“ Not Satis- to May, as the detailed table on page 67 shows, these bor- 
factory Yet’’ rowers did indeed take a further £39 millions, carrying their 
total borrowings to the new peak of {201 millions, but 
advances to all other borrowers rose by {£56 millions, in contrast with only 
{16 millions in the similar period last year (but compared with {£99 millions 
in the preceding quarter). All but five categories shared in this growth, the 
one big decline being that of {£19 millions in loans to local authorities. 
Especially notable among the expanding groups is the newly-segregated 
category of hire-purchase finance houses, whose borrowings rose by £12 millions 
to £42 millions—more than three times the level now disclosed for May, 1954. 
Several other groups also expanded faster than in the similar period last year, 
notably food, drink and tobacco, agriculture, builders and the personal and 
professional group. 

It is easy to see why Mr. Butler does not “ yet ’’ regard the behaviour of 
advances as “ satisfactory ’', but he seems to be assuming that the effects of 
the squeeze upon the banks will soon begin to show themselves in the level 
of advances. There is no doubt that a large part of the recent expansion 
reflects drawings upon limits granted before the squeeze developed, and since 
then the banks must be presumed to have been less liberal in granting new 
limits. In addition, they are acutely conscious that defence of liquidity by 
the recent method is likely to be both difficult and painful, because of the 
depletion of their supplies of very short-dated stocks. They are worried, 
however (as the above-mentioned Barclays article shows), by the difficulty of 
demonstrating the need for restraint to their customers—and especially to the 
‘little ’’ men. Certainly the problem of restraint is more difficult in con- 
ditions of full employment than it was in former times of flexible money— 
because the rise in lending risks then left the bankers in little doubt either 
about the need for restraint or about which customers to restrain. But when, 
as now, only marginal restraint is needed, the problem is clearly not insuperable, 
however unpalatable to the bankers. 


THE World Bank is without question the most successful of the international 

economic institutions. Its activity has been quickening for some time, and 

its scope broadening. In the month of June it made four 

World Bank important loans, to a total value of nearly $110 millions, and 

Active and _ these broadly reflect the new pattern of the bank’s operations. 

Flexible The loans were to Italy ($70 millions), Colombia ($15.9 

millions), Pakistan ($13.8 millions) and Austria ($10 millions). 

It is notable that part of each loan was subscribed by one or more private 

banks, and that except on the Colombian loan most of the drawings are 
expected to be taken in European currencies. 

A further important modification of the pattern that the Bank tended to 
follow in its early years is that in both the Italian and Austrian loans the 
tying of the loan to specific projects has been purely formal, to accord with 
the articles of the Bank. It is natural that these countries, which are in part 
highly industrialized, can supply part and perhaps most of the equipment 
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needed for given development projects themselves; but foreign capital is, of 
course, still needed to finance the many indirect foreign exchange costs of 
development expenditures. The loan to Italy assumes a special importance, 
as the largest yet granted by the World Bank in Europe. The advance has 
been made to the Cassa per il Mezzogiorno, the governmental agency that is 
administering the ambitious Vanoni plan for the development of Southern 
Italy and Sicily. The annual foreign exchange cost of this plan is estimated 
at no less than $120 millions; so that the World Bank’s contribution covers 
the needs of only seven months. In fact another approach to the World Bank 
is expected in the near future. 

The loan to Austria has been made to finance a hydro-electric project in 
the Alps, which is expected to earn the equivalent of $14 millions a year 
from exports of power to the Ruhr. The loan to Colombia is to finance the 
extension of the Magdalena Valley Railroad. Special interest attaches to the 
Pakistani loan, first because it is to be drawn wholly in European currencies, 
and secondly, because more than $2 millions is to be subscribed by six of the 
Eastern exchange banks. It is important to note that when private banks 
subscribe to these loans without taking the World Bank’s guarantee, as they 
now nearly always do, the borrowing country benefits by saving the World 
Bank’s I per cent. commission charge on the privately subscribed portion. 
The general rate charged by the World Bank (including the commission) has 
been 4? per cent., though the loan to Pakistan is at 42 per cent. 


THE sixth annual report of the International Monetary Fund on exchange 
restrictions can scarce repress a paean of joy on the progress made over the 
past year in dismantling restrictions and moving towards that 

Laurels freedom of international current payments to which the Fund 

from the is dedicated. The report gives most of the credit for this 

Fund progress to “greater reliance on monetary and fiscal measures 

as contrasted with restrictions on foreign trade and payments 
for coping with balance of payments problems’’. It lists the widespread 
moves towards greater exchange freedom made by Germany and other 
Furopean countries, but pride of place is given in the report to the measures 
taken during the past year to extend the availability, transferability and 
convertibility of sterling. In particular it notes the wide extension of the 
transferable sterling account area in March, 1954, and, nearly a year later, 
the decision of the British authorities to allow the Exchange Equalization 
Account to intervene in the free markets for this type of sterling. 

Even though this intervention has involved official operations in sterling 
exchange outside the margin of fluctuations tolerated under the articles of 
agreement of the Fund, the action of the British authorities is none the less 
welcomed “ as being in the direction of the Fund’s objectives ’’. The report 
refers to the fact that while some countries have attempted to move towards 
convertibility on the basis of a unitary and stable exchange rate “ others 
have seemingly felt the need for more flexibility’’. The immediate task of 
the Fund is now “to help maintain the momentum towards convertibility 
that now exists in many leading trading countries, and to work with other 
countries, particularly those in a relatively weak balance of payments position, 
to overcome their difficulties and facilitate the transition to a multilateral 
trade and payments system ”’ 
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THE twenty-fifth anniversary of the Bank for International Settlements has 
been fittingly commemorated by a comprehensive review of the Bank's 
activities by its general manager, M. Roger Auboin. The 
Twenty-five B.I.S. has experienced some sharp changes of fortune since 
Years in its foundation by European central banks in May, 1930, 
Basle ‘to promote the co-operation of central banks and to provide 
additional facilities for international financial operations ~ 
The financial crisis of 1931 crippled the Bank’s first major operation— 
which was to help carry out the Young Plan for Gernian reparations—and the 
break-up of the gold standard narrowed the scope for its activities still 
further. In particular, little room was left for its projected function as an 
international exchange clearing. The war inevitably brought quite special 
problems to this institution with a governing board consisting of central 
bankers from both camps. And when the thoughts of the Allies turned to 
post-war reconstruction the Bank in isolated Basle was actually written off: 
the Bretton Woods conference recommended that the B.I.S. be liquidated. 

Yet the B.I.S. since the war has played an increasing rdle on the inter- 
national financial stage, acting as a technical complement of the new Inter- 
national Bank and Monetary Fund. It has continued its policy of acting 
as a Clearing house for European central banks, obviating the need for many 
gold shipments; it has undertaken specific operations to smooth the flow of 
European payments; and it has remained a point of valuable and intimate 
contact between Europe's central bankers. 

Especially notable has been its work as administering agent of the regional 
clearing schemes developed in Europe since the war—the Intra-European 
Payments System and its successor, the European Payments Union. These 
clearing functions are likely to be maintained even when Europe moves to 
full convertibility (as is brought out in the leading article of this issue). 
Finally, there is the familiar annual review, notable in these post-war years 
for consistent advocacy of greater flexibility in monetary policy and for fewer 
restrictions on world trade and payments. As the latest review emphasizes, 
very great progress has been made towards these goals in the past few years 
—and some share of the credit is due to the B.I.S. and the staunchness of its faith. 


Mr. J. J. CAMPBELL, general manager of the Clydesdale and North of Scot- 
land Bank, last month included in a thoughtful presidential address to 
the Institute of Bankers in Scotland some gentle—but only 
The Banks gentle—riposts to the controversial proposals made in May by 
and Sir George Erskine in his presidental address to the English 
Industry Institute. Mr. Campbell stated that the question of extending 
activities to bring the banks into closer contact with industry 
was one that would call for ‘‘ very extensive consideration *’; and he pointed 
out that the assistance already being given to industry and trade was greater 
than is apparent on the surface. In the first place, the reduction in the 
proportion of the banks’ advances to their total resources from two-thirds to 
one-third since the 1920s does not mean that finance for industry and trade 
has fallen proportionately, as borrowing from the banks for speculative pur- 
poses has been completely ended. Secondly, Mr. Campbell points out that 
the absolute volume of advances to industry is inadequately expressed by the 
amounts outstanding, since the advances revolve throughout the year. 
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Sterling Fixed or Flexible? 


rate be anchored to a fixed parity as at present, or be permitted wider 

but defined margins of fluctuation, or be allowed to go entirely free, 
subject only to “‘ management’? The protracted debate on this vital 
question in governmental and inter-governmental circles has now reached a 
point at which Britain’s official views appear to have crystallized. The issue 
was brought to a head at last month's meeting of the Ministerial Council of 
the Organization for European Economic Co-operation, over which Mr. R. A. 
Butler again presided. The outcome of these discussions, though not yet any 
official announcement, has provided for the first time an unmistakable 
impression of the form into which official British policy has finally evolved 
on this matter. The British Government has now taken its stand in favour 
of flexible exchange rates. Its choice of this system has been known to 
well-informed quarters for some time past; but the decision that confirms it 
has been taken behind closed doors—without providing any opportunity for 
open debate in Britain. This is an issue that touches the national interest 
at a great many points, and indeed goes to the very roots of economic and 
social policy. It is difficult to think of any other clear-cut choice in monetary 
and economic policy that more evidently merits a full and public airing of the 
pros and cons. But, as it is, the matter is being settled mainly as a result 
of decisions taken by the technical advisers to the Chancellor of the Exchequer. 
Public discussion is overdue, and in the hope of promoting it this article sets 
out the principal facts and considerations in three groups—the debate in 
Europe, the technical arguments, and the implications for domestic policy. 


Wier sterling moves to formal convertibility, should the exchange 


I—The Issue Crystallizes 


Before discussing the merits of the decision it is well to look first at the 
evidence that it has in fact been taken. The issue crystallized during the 
negotiations for the extension of the European Payments Union beyond 
June 30, a matter that had been engaging the attention of the Managing Board 
of E.P.U. for some months past. This board had prepared a report for the 
consideration and approval of the Ministerial Council of O.E.E.C. The 
proposals of the Managing Board suggested that E.P.U. should be condi- 
tionally extended for another twelve months, subject to agreement upon 
specific provisions for winding it up in the event of one or more of its member 
currencies becoming convertible during that period. The broad lines of 
these proposals were already generally known, and were indeed reported in 
THE BANKER last April. The board recommended that, if E.P.U. is to be 
wound up for this purpose, its credit-granting functions should be transferred 
to a new institution to be known as the European Fund, which would have 
at its disposal resources of about $600 millions, a large part of which would 
be inherited from the liquidated E.P.U. Unless this liquidation occurred, 
E.P.U. was to operate as before, except for a hardening of its credit facilities 
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by changing the ratio of gold to credit 1n the settlements from 50 : 50 to 75 : 25. 

On all these points there was broad agreement between the countries repre- 
sented on the Managing Board, but on two other vital matters its report left 
the issues unresolved. The first was whether, in the event of the ending of 
E.P.U., any attempt should be made to maintain the regional machinery 
that it has set up, and in particular whether some organization should be 
established to effect the settlement of European payments and whether some 
central body such as the E.P.U. Managing Board should be maintained to 
help European collaboration not only in monetary but in commercial affairs. 
The other controversial and unresolved issue concerned the hypothetical new 
regime of exchange rates, in particular whether the new E.P.U. would have 
the right to give directions or advice to its members concerning their rates of 
exchange, whether flexibility in exchange rates should be tolerated and indeed 
whether it could be compatible with any regional machinery for the com- 
pensation and settlement of European payments. 


BRITAIN versus THE CONTINENT 


Upon these unresolved matters a sharp clash developed at the outset of 
last month’s meeting. Most continental countries were in favour of main- 
taining some regional organization both for the settlement of European 
payments and for continuing the machinery of collaboration set up under 
O.E.E.C. in recent years. These countries were opposed to exchange flexibility 
for a number of reasons, and in any case objected to it on the ground that 
it would be technically difficult to reconcile with periodic settlements of 
European payments. On the other side of the table the United Kingdom 
found itself almost in isolation: it said “‘no”’ to the extension of E.P.U. as 
a permanent mechanism of regional compensation and “ yes ”’ to flexibility of 
exchange rates. 

The British opposition to maintenance of a regional organization for the 
settlement of European payments was and is based on the contention that 
when sterling and other European currencies become convertible any such 
regional organization as E.P.U. must necessarily wither away, since its func- 
tions in compensating and settling European payments will then be performed 
automatically by the foreign exchange market and in particular through the 
medium of sterling transactions cleared through the banking machinery of the 
City of London. In the official British view, and partly because of these 
international responsibilities of sterling, if it is to become convertible one of 
the conditions of convertibility must be a far greater flexibility of exchange 
rates than exists at present. This insistence upon flexibility tended to harden 
continental opinion still further in its advocacy of the maintenance of a 
regional compensation mechanism, since it strengthened the suspicion that 
the clearing of European payments through sterling would in future be fraught 
with greater speculative dangers than it has been while sterling in the official 
market adheres to its fixed parity subject to only a comparatively modest 
range of permissible fluctuations. 

These seemingly irreconcilable views were bridged by a compromise plan 
put forward by the Dutch, in the form of general propositions that have still 
to be hammered out into precise agreement. This plan accepts the conti- 
nental view that an organization of the E.P.U. tvpe should continue to be 








STERLING FIXED OR FLEXIBLE 2 9 





available for the settlement of European payments and to provide through 
its managing board an instrument of continuing co-operation between European 
countries. This legatee of E.P.U. would have no credit-granting power. 
That would be the sole function of the proposed European Fund. Any 
deficiency or surplus resulting from the periodic compensations of the new 
institution would be settled as to 100 per cent. in gold or dollars. This cash 
settlement would overcome the difficulties that would otherwise be encountered 
in prolonging the E.P.U. settlement mechanism beyond the date on which 
one or more of its member currencies became convertible. Under this system 
no difficulty should be experienced in including both convertible and incon- 
vertible currency countries in the membership of the remodelled E.P.U. 


SETTLEMENTS AT “* KNOWN” RATES 

More important still, the Dutch proposals allow for some flexibility of 
exchange rates and make provision for reconciling this flexibility with periodic 
as distinct from day-to-day settlements of European payments. The plan 
provides for settlements of payments at regular intervals at ‘“‘ known” but 
not fixed rates of exchange. It would appear, therefore, that any country 
that wished to operate a flexible exchange system would be able to intimate 
to the other central banks the margin of fluctuations that it would allow in 
its currency over a given period (not shorter than the period between settle- 
ments). This would enable each central bank that was accumulating the 
particular currency during the period in question to calculate in advance the 
maximum loss it could sustain and to make provision accordingly. 

These proposals seemed to meet general approval in Paris; they have 
now been submitted to the Managing Board of E.P.U. with instructions to 
have a plan incorporating them ready by mid-July. This will be after the 
expiry of E.P.U. in its present form, but the problem of the interregnum has 
been overcome by a provisional extension of the present E.P.U. system by 
one month, i.e. until July 31. In its new form, which is due to come into 
operation on August 1, E.P.U. will presumably be “ hardened ”’ by the changes 
mentioned above in gold-credit ratios and will also include the conditional 
plans for its own demise and for setting up the new clearing institution as 
well as the credit-granting European Fund on the lines sketched in the Dutch 
compromise plan. 


II—The Technical Arguments 


Several facts emerge from the drift of the debate in Paris and from the 
terms of the proposed solution. Since the United Kingdom representatives 
have made plain their desire for greater flexibility of exchanges, and it is 
equally plain that this desire is not shared by the majority of continental 
countries, it can be inferred that if sterling does begin to float after becoming a 
convertible currency other European currencies will not necessarily float 
with it. It is also evident from this debate that most continental countries 
value and cling to the regional organizations set up under O.E.E.C., organiza- 
tions by means of which they have achieved a wide measure of regional 
convertibility of their currencies and liberalization of their mutual trade. 
The countries of the Continent of Europe are not prepared to sacrifice these 
advantages on the altar of a more universal and completely multilateral system, 
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the benefits of which appear to all too many of them to be uncertain and 
elusive—dependent on many international conditions that may not be realized. 
This clash of ideas raises a number of tricky issues, both of technique and 
of economic philosophy. One completely false impression to which the British 
attitude appears to have given rise in Paris needs to be scotched at the outset. 
The notion that Britain wants flexibility of sterling because it wishes to use 
exchange depreciation as an instrument of export subsidy and promotion is 
utter nonsense. Mr. Butler did, indeed, make this abundantly clear to all repre- 
sentatives and observers present at the meeting. No Government in its 
senses would use exchange depreciation as a means of stimulating exports 
when its perennial problem is that of an over-employed and over-stretched 
economy; a deliberate depreciation and under-valuation of the rate of exchange 
would simply aggravate all the pressures of inflation that beset it already. 


FLEXIBILITY AND SPECULATION 

The case for greater flexibility of the rate of exchange in the event of 
convertibility that is enthusiastically propounded in the highest quarters in 
the City and Whitehall is partly based on technical considerations of exchange 
market operation. Only with such flexibility, it is argued, can the monetary 
authorities have an effective and economical means of resisting and smoothing 
out temporary pressures upon sterling resulting from short-term fluctuations 
in the balance of payments and from speculative forces. Under conditions of 
convertibility, it is contended, the Exchange Equalization Account must have 
more room for manoeuvre, so that it may allow pressure on sterling to be 
cushioned by fluctuation in the exchange rate as well as in the gold and 
dollar reserves and thus may avoid the gift to speculators that is presented 
by the “‘ one-way option ”’ inherent in rigidly fixed rates of exchange. There 
is no doubt considerable force in this reasoning, and in these matters of 
exchange market manoeuvring due attention must be paid to the judgment 
and experience of the men who have been engaged in the game for decades 
and who can recall the period of the Tripartite Agreement—the years of 
1936-39 when a workable marriage appeared to have been achieved between 
flexible exchange rates and long-period exchange stability, when flexibility 
proved to be consistent with an expanding international trade and overseas 
confidence in sterling. But if flexibility is desired mainly for these practical 
reasons, it would seem that some of the tactical advantages in view would 
be sacrificed under the Dutch compromise scheme agreed in principle last 
month. If advance notice has to be given to the central banks and presumably 
to the world—whether officially or through the leakages that would almost 
inevitably occur—about the exact range of permitted exchange fluctuations over 
a given future period, the potential scope for outwitting the speculators would 
be much reduced. Indeed, the real exponents of flexibility are arguing that 
the Dutch scheme gives them no satisfaction whatsoever, and that, by accepting 
it even as a basis_for discussion, the British representatives at the Paris 
meeting gave way on the really crucial point in the British position. 

It is arguable, therefore, that under this system Britain would suffer all 
the disadvantages of flexibility without reaping its principal practical advan- 
tage. Although the flexibility would be thus limited, there are, moreover, 
real doubts whether it could be reconciled with the code of the International 
Monetary Fund. It has always been understood that if and when sterling 


a Bt 


—— SS ee ee —_ ae eee 


“STERLING FIXED OR FLEXIBLE 2— i 











moves into convertibility it will be underpinned by “ stand-by ”’ credits from 
the I1.M.F. But, according to the rule of the I.M.F. code, any country that 
tolerates fluctuations of its exchange beyond the range of I per cent. on either 
side of the notified official parity is automatically debarred from any access 
to the facilities of the I.M.F.; and there has also to be a notified parity. 
Canada, for example, by operating a flexible exchange rate has voluntarily 
denied itself the right to seek assistance from the Fund. 

In any attempt to estimate the extent to which other countries might 
decide to float with sterling, the experience of the 1930s, when most countries 
did so, may be a delusive guide. The behaviour even of countries within the 
sterling area would be open to doubt; for many such countries any decision 
by Britain to loosen the link between sterling and its anchorage to a fixed 
dollar parity would raise considerable questions of monetary loyalty. In 
this context it should not be forgotten that in 1949 one sterling area country, 
Pakistan, did not accompany Britain in its devaluation of sterling against 
the dollar. But, whatever might happen within the sterling area, all recent 
indications point to the likelihood that most European countries would base 
their exchange rates on the dollar rather than on sterling if the latter floats. 
Indeed, the mere possibility of a floating sterling has already led a number 
of German shipping firms whose freights are normally based on sterling to 
switch their allegiance to the dollar. Some aspects of the international 
prestige of sterling may be at stake in this issue. 


11I—Implications for Domestic Policy 


All this, of course, is aside from the fundamental issues involved, and 
especially the implications for domestic policy, upon which the divergence 
of views is likely to be even wider than it is on the technical issues. In a 
single article it is impossible to do full justice to the pros and cons in the 
debate on fundamentals. But the salient considerations need to be brought 
out forthwith, however briefly, for public interest ought to be alerted to them 
while there is still time for it to make its influence felt. The Government 
may have made its decision, and may soon confirm it in detail when officials 
complete their present explorations, but since it is a decision upon action 
only in the event of the move to convertibility, it cannot be regarded as an 
irrevocable decision, enshrined though it will be in international agreement 
reached through hard-fought compromise. 


THE CASE FOR FLEXIBILITY 

The theoretical case for flexibility, it should be noted first, has had its 
staunch advocates in some academic circles for a considerable time. That 
case generally stems from the argument that the mechanism that achieved 
equilibrium virtually automatically through acting on incomes, prices and 
costs in the heyday of the gold standard had broken down even before that 
international standard was abandoned, and was indeed the major cause of 
its abandonment. Domestic economies are now much more rigid than they 
used to be—or perhaps it would be more correct to say that they are rigid 
in one direction and all too flexible in the other. The tendency is towards 
inflation—but the rates of expansion and inflation in different countries are 
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bound to vary since they take their cue from no common standard. The 
greater the disparities in domestic policies the more necessary, it is argued, 
is it that there should be flexibility at one point in their economic structure 
in order to keep their price systems in approximate equilibrium—and that 
point of flexibility should be the rate of exchange. The exponents of full 
flexibility of exchange rates recognize, of course, that the Bretton Woods 
system provided a safety-valve to meet this need by envisaging the possibility 
of considered adjustments of exchange parities. But they point out that so 
far the system has not worked in this considered and calculated manner, 
and contend that the method of occasional adjustments in exchange rates 
must work by drastic changes such as those made in 1949. These are bound 
to be “hit or miss”’ affairs in which the new parities chosen must 
always be in some degree—and perhaps large degree—arbitrary. Even 
under the “ fixed ’’ system, it is suggested, it would be preferable, whenever 
need for change arises, to let the rate free for a time at least to find its own 
level and, with the help of adequate “ steadying ”’ intervention on the part 
of the authorities, to adjust itself gradually to a new and realistic parity. 





‘TRANSITIONAL '’ FLEXIBILITY 
There is an undeniable logic in the theoretical case for this more limited 


Hexibility, as the means of making the “ fixed ’’ system work without arbitrary © 


distortions on the occasions—normally they would be rare occasions—when 
change is needed. But practice in this matter would be likely to diverge far 
from the theoretical ideal: it is very hard indeed to determine how far a given 
free rate, even though it may have settled down to comparative stability, 1s 
a true expression of fundamental underlying forces as distinct from ephemeral 
and “‘ arbitrary ’’ ones. The eventual rate might not be much, if at all, less 
arbitrary than one decided upon at the outset of the change. More significant 
is the consideration that, once the rate had been freed, its re-linking to a 
defined parity would be likely to be long delayed, for governments do not 
readily assume commitments of this kind, and they would always have the 
excuse that they were still not sure that conditions were sufficiently “ normal ”’ 
to provide a proper test. And if more than one major currency were to be 
simultaneously in this officially transitional stage, the whole system of fixity 
would very quickly break down completely. 

The case for full flexibility has not the advantage of the plea for transitional 
Hexibilitvy—since that can appeal to all save the most doctrinaire of the pro- 
tagonists on both sides. But it unquestionably does make an eloquent appeal, 
which becomes the stronger the more it appears that the several policies of 
the major trading nations are unlikely to ensure—or ensure quickly—the 
minimum conditions that are now well recognized as necessary to promote 
really smooth working of an international system of payments. There is 
much force in the contention that, if sterling is to assume the risks inherent 
in formal convertibility without waiting the further lengthy period that 
would be likely to elapse before really trustworthy assurances could be gained 
on the major matters of worry, it must be armed with the special means of 
defence that only some device of rate flexibility could provide. Otherwise, 
it is argued, the reserves could not be trusted to meet all the strains that 
might arise. 
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THE CASE FOR “ FIXITY ”’ 

The case for fixed parities, subject to moderate defined limits for fluctua- 
tion, and to safety-valves of the Bretton Woods variety, is also strong— 
and in THE BANKER’S view it is in principle by far the stronger of the two. 
There is first the traditional argument that there is absolute virtue and 
advantage in exchange stability for a country such as Britain, which lives by 
international trade and finance and has unrivalled equipment for the per- 
formance of international services, and equally for a currency such as sterling 
with its far-flung adherents that give it its basic strength as well as its unique 
responsibilities. A deliberate plunge into flexibility would put great strains 
on these mechanisms. 

Even stronger than these traditional arguments is the consideration that 
flexibility of the exchange would provide an all-too-convenient line of least 
resistance for governments that are—rightly and naturally—bent upon main- 
taining full employment and welfare expenditures, but have not so far found 
the means of achieving these ends without a steady creep of inflation, or 
without recurrent spasms of external disequilibrium that threaten the very 
objectives in view. The popular case against fixity is, of course, precisely 
that it might threaten full employment; but no sensible person would contend 
that any given parity should be defended to the last ditch if it came into 
head-on conflict with domestic employment—as might happen here, for 
example, in the event of a major recession in the United States. In circum- 
stances of major dislocation of international payments, the parity would be 
changed willy-nilly. But no international system can legislate adequately 
for extreme disturbances; and all experience since the war has shown that, 
even in conditions in which sterling is not convertible, Britain’s economy has 
to keep reasonably in step with its trading partners and rivals overseas. The 
task of keeping it more or less so, by drives against the inflationary pressure 
that mounts every so often to a menacing degree, has been shown to be an 
extremely exacting one, and to require governments to take from time to 
time highly unpalatable decisions—which, even so, have not been strong 
enough to arrest the underlying drift. 





DANGERS IN THE “ RATCHET’ ECONOMY 

Is it- really believable that governments would take these unpalatable 
decisions, or, if they did take them, would do so in good time and with 
adequate firmness, if a flexible exchange were moving all the time to adjust 
each new external disequilibrium by a new depreciation ? The case against 
flexibility, so far from being weakened by the fact that Britain’s is an economy 
of full employment, is greatly strengthened by it—for it is this fact that so 
greatly enhances the risks. A much better case could indeed be made for 
flexibility in the conditions of under-employment that obtained before the 
war. As it is, Britain has a one-way economy—its prices and costs are 
adjustable upwards but never downwards. It is, as Professor Paish has 
aptly put it, a “‘ ratchet economy ’’—and anything that oils the wheels of 
the ratchet must be avoided at all cost. A flexible exchange rate would 
provide the perfect lubricant for this dangerous mechanism. On the other 
hand, the sanctions of the commitment to a definite exchange parity would 
impose some brake upon the ratchet, but, as all post-war experience has 
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demonstrated, they would never be operated so violently as to tear the 
mechanism by forcing it backwards. 

There is no question of a return to such worship of a parity as would 
condemn a country, as happened in Britain after it returned to gold in the 
middle ‘twenties at an artificial parity, to deflation, depression and unemploy- 
ment. Yet much of the argument for flexibility draws its popular appeal 
precisely from the supposition that that is what fixity would involve. If the 
social objectives are the criterion, they are indeed likely to be better served 
in the long run by the fixed system—provided it has safety-valves that enable 
it to cope with exceptional degrees of pressure without destroying itself as 
the old gold standard system did. For the equilibrating work of a fully 
flexible rate would be likely in practice to be largely illusory, so far as the 
social relief was concerned. The advantages claimed for it in theory could 
never be realized unless the Government could be trusted to have the courage 
and vision to pursue a firm disinflationary policy to whatever extent was 
required to correct every external disequilibrium that was not demonstrably 
due to strong and fundamental causes. It is more realistic to assume, on the 
contrary, that almost every “ social ’’’ pressure upon the Government would 
be met at least in part by exchange depreciation. If that drift of depreciation 
were followed, as in the end it probably would be, by depreciations in other 
currencies, the supposed advantage would not be achieved. But if the depre- 
ciation remained unilateral, it would set up a tendency to progressive 
deterioration of the terms of trade, so that living standards (including social 
security benefits and all forms of pensions) would be eroded. And even if 
the Government, in the hope of slowing down the drift, tried to prevent wages 
from fully following the rise in import costs, the effect would still be to inject 
a new and arbitrary distortion into the domestic economy. 


DEFER THE FINAL MOVE ? 

For all these, and some other, reasons the system of fixity plus safety-valve 
seems to be the goal towards which Britain should strive. But the desirability 
of this system as the ultimate foundation for convertible sterling does not 
mean that some degree of greater flexibility might not be a sensible expedient 
as a transitional device, and as part of a concerted plan that gave some 
assurance that it would be no more than transitional. This, just conceivably, 
might be the lines on which the Government, or some at least of its advisers, 
are thinking. But even if that is so, the question still arises whether, if 
sterling cannot be made convertible in the near future without this additional 
defence, it might be better to rest content with the present semi-convertibility 
a little longer. This is another tricky question upon which we, for our part, 
are not yet prepared to voice a definitive opinion—except to say that the 
more the system of fixity seems superior to that of flexibility, the longer it 
may be desirable to wait before plunging into convertibility with the aid of 
“transitional ’’ arrangements that might endure indefinitely. But, aside 
altogether from the merits or demerits of the course the Government seems to be 
plotting, the really important immediate issue is that of adequate and inform- 
ed public debate on the problem as a whole, before any irrevocable decisions 
are taken. The Government should take the earliest opportunity consistent 
with its obligations to its fellows in O.E.E.C. to explain fully what it proposes 
and to assist the public to understand the difficult but vital matters involved. 
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Reforming the Tax System 


HIRTY-FIVE years between Royal Commissions is a long time when 

their subject is one so vital and yet so changing as is the nation’s whole 

system of taxation of incomes and profits. Since the Royal Commission 
on the Income Tax reported in 1920, this system in Britain has developed to 
the point of transformation. The Radcliffe Commission had the large task 
of thinking out afresh the first principles of the system to re-cast it in the 
setting of the modern State-dominated and mixed economy. At the same 
time, it had the less architectonic task, but one that was equally onerous and 
consequential, of seeking out and suggesting means of correcting at least the 
most patent of the anomalies that have emerged through these years of high 
taxation, of reviewing decisions of case law, of deciding when unreasonableness 
may have shown itself in administrative practice, of pronouncing upon the 
manifold small grievances of taxpayers. 

Its labours of four and a half years culminated last month in a final report 
of nearly 500 pages.* This has to be read with the interim reports issued on 
matters regarded as separable—the taxation of overseas profits (Cmd. 8761 of 
February, 1953) and allowances and reliefs in personal taxation (Cmd. 9105 of 
April, 1954). The interim reports were approved by all fourteen members, 
whilst the final report is approved by eleven; Mr. Nicholas Kaldor and the 
two trade union members present a closely-reasoned 70-page memorandum of 
dissent (which does, however, endorse the majority view at a number of 
points). 

Before so weighty a document can be adequately appraised, and opinion 
crystallized on the many issues that emerge, a due interval for reflection is 
imperative. This first review is intended to do no more than set up the principal 
signposts. Three large and controversial issues dominate the rest, in the 
sense that they have led the Commissioners to dig deeply into basic principles. 
These issues are: the shape of corporate taxation, the treatment of business 
assets in tax assessments, and the taxation of capital gains. The Commis- 
sion’s study of this trinity of issues, and its recommendations upon them, 
demand prior and main examination, even though this must mean that many 
other important topics are relegated to only brief discussion. 





Corporate Taxation 

Lhe Nature of Company Taxation 

At the outset, the majority report plunges into the somewhat meta- 
physical question whether a company is correctly taken as a taxable subject 
and, if it is, whether the taxable subject is of a kind distinct from an individual. 
Existing tax principles, it may be recalled, give a highly confused reply to 
this question—since the undistributed profits of a company are taxed but, 
in effect, the company does not bear income tax on the part of its profits 





* Royal Commission on the Taxation of Profits and Income. Final Report. Cmd. 9474. 
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represented by dividends. On this issue the Commission first seeks to find a 
reasoned compromise between two poles of opinion. One pole is that the 
shareholders’ dividends from a company are taxable, but that until they 
become the shareholders’ personal income no earnings of the company should 
be taxed; the opposite pole, typified until recently by practice in the United 
States, is that the company, being in law a “ person ’’, should be taxed on 
its entire profits in complete disregard of any tax that may be borne by its 
shareholders on their dividends. In the result, the Commission satisfies itself 
that ‘‘ clearly, the idea of outright exemption [of company profits as such] 
must be rejected’. On the other hand, to tax the company without regard 
to the position of its individual owners, the shareholders, seems to the Com- 
mission to be wrong in principle. Even the British compromise in the form 
it took before the introduction of the National Defence Contribution (now 
developed into the profits tax) taxed undistributed profits only at the standard 
rate of income tax, and thus ignored what the report erects into a governing 
principle: that a company “ operates as a medium through which the whole 
body of its equity shareholders are enabled to achieve a saving out of profits 
(by ‘ ploughing back ’) in respect of which no one of them has been required 
to pay surtax ”. 

Undistributed corporate profits, then, should be taxed; but they should 
be taxed in a way that recognizes that they have a lower taxable capacity 
because they are a form of income over which the individuals have no direct 
control until it ultimately comes into their hands on distribution. Having 
reached this conclusion by reasoning that is not always very sure-footed, 
the Commission dismisses it as of no value in deciding the really important 
issue, how much tax the company should in practice bear. Its exegesis 
has led it to no “ really satisfactory principle for determining the relationship 
between the burden of corporate taxation and the burden of personal 
taxation ’’. It falls back, in one brief passage that comes somewhat as an 
anticlimax after the preceding rarefied discussion, on the pragmatic test. 
The level of company taxation must be expected “in the absence of any 
clear guidance from principles of fiscal equity ’’ to be determined “ by the 
current need for revenue and by the economic objects that it may be hoped 
to achieve by changes in the impact of taxation—e.g. by reference to the 
current policy of favouring company investment at the expense of personal 
income, or income at the expense of company investment, as the case may be ”’ 


The Form of Company Taxation 

Having decided, at least and at last, that there should be some tax on 
corporate profits, the report considers whether it should be of the two-tier 
kind, as made up by income tax and profits tax at the present time, or whether 
it should be single-tier, in the form of a special corporation tax. A single-tier 
tax is admitted to be neat and convenient. It would reveal clearly the level 
of company taxation, instead of veiling it with income tax expressed at so 
many shillings in the pound and profits tax as a percentage. Its amount 
would be flexible. But for the majority of the Commission it has one over- 
riding defect—the difficulty of administering it. The majority recognize that 
it would be wrong to ignore that dividends have already paid corporation tax 
in the hands of the company distributing them: for to do so would be to impose 
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double taxation; the shareholders would therefore in some way have to be 
given credit for the corporation tax. But to give this credit would be “ sadly 
burdensome both for the companies . . . and for the Inland Revenue Depart- 
ment ’’. On these grounds of practicality, the single-tier tax is rejected. 

Two members of the majority, Mr. W. F. Crick and Mrs. Vera Anstey, 
at this point part company with their colleagues in a way that separates them 
also on the philosophical disquisition on the nature of companies as taxable 
subjects. The difference of these two members is fundamental. The true 
status of a company, they hold, is not as a taxable subject at all, but merely 
as an agent for collecting tax for the Revenue by its deduction from dividends 
at source. In principle then, companies should not be separately taxed. 
Yet the practice of so taxing them is as old as income tax itself and principle 
is bedevilled by the inescapable financial needs of the State. But, at least, 
if exigency demands that companies be taxed, “the distinction between 
personal incomes and corporate profits needs . . . to be firmly embodied in 
the tax system ’’. Also, it should be possible to vary the rate of corporate 
taxation independently of the level of tax on individuals—perhaps to a point 
below the standard rate of income tax. These two requirements mean that 
there should be a single-tier corporation tax. Mr. Crick and Mrs. Anstey 
regard the administrative difficulties as “‘ not proven ”’, 

The minority report submitted by three members—Mr. Nicholas Kaldor, 
Mr. H. L. Bullock and Mr. George Woodcock—also dismisses the adminis- 
trative difficulties and comes down firmly in favour of a single-tier corporation 
tax, but for quite different reasons. In their view, there is no need for any 
procedures for giving credit to shareholders for corporation tax already paid, 
and the administrative difficulties do not arise, because “‘ once we recognize 
that the profits tax paid by companies is a different tax from the income 
tax paid by individuals, and therefore the one can be levied at rates which 
are quite independent of the other, the principles of equity no more require 
us to offset the payment of the profits tax against the individual’s liability to 
income tax than to call for such a tax credit in connection with the many 
other taxes . . . the incidence of which directly or indirectly falls on the 
individual income tax payer ”’ 

Those who feel, almost instinctively it may be, that a single-tier corporation 
tax would be a “ good thing ” have, then, a substantial body of opinion on 
their side. The majority report discards the tax only because of practical 
difficulties about which two of its own members are not convinced; these 
two members put forward a very persuasive separate argument for the tax; 
and the minority, for whatever ultimate purpose, carries this argument to a 
logical conclusion that sidesteps the administrative problem entirely. 


The Differential Profits Tax 

The majority of the Commission recommends that there should no longer 
be a differential tax on distributed profits (at present 224 per cent.). Its 
chief reasons are: 


(1) The tax that a company pays out of its profits after meeting Preference 
dividends includes tax, at the rate on distributed profits, on those dividends 
and is therefore a charge on the equity shareholder. The amount of this 
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charge varies with the capital structure of companies, and the differences 
between these structures are largely accidental: thus there is not equitable 
treatment among shareholders. 

(2) The complicated system that has grown up under which companies 
accumulate over the years potential liability to payment of additional tax on 
future distributions of past profits (strictly, liability to withdrawal of non- 
distribution relief on those distributions) creates difficulties in presenting a 
true accounting picture of the affairs of companies and in going to the market 


for fresh capital. 
(3) It is not clear that a higher tax on distributed profits helps to check 


inflation; a larger distribution of company profits may encourage saving. 

(4) It is not certain that investment is stimulated by the ploughing back of 
profits, for it is the retention of profits and not their investment that attracts 
the tax relief—though the tax code should “ not even give the appearance 
of discouraging a liberal reservation of company profits ’’. 


A rather surprising omission from these reasons adduced by the majority is the 
argument—noticed by the minority—that to give fiscal encouragement to 
company “ self-financing ’’ is, in the long run, to produce industrial expansion 
in directions that are not necessarily the economically “right ’’ ones but 
simply those where unretained profits are largest, perhaps thereby promoting 
monopoly, while tending to produce atrophy in the capital market. However, 
the recommendation is here the important thing. On the hypothesis that 
the total yield of the tax must not be altered, the report estimates that the 
uniform rate would be much nearer the present rate on undistributed profits 
(24 per cent.) than that on distributed profits (223 per cent.). The exemption 
from tax of annual profits under £2,000 and abatement of tax when profits 
are under {12,000 are regarded as anomalies to be removed: no case is found 
to exist for favouring the small company in this way. The minority members 
consider that in the absence of a capital gains tax dividend restraint should 
be exercised by continuing the principle of differential rates of profits tax 
and in other ways; but if a capital gains tax were introduced and made 
applicable to companies as well as individuals, they would support a uniform 
rate of profits tax. 


Treatment of Business Assets 

Depreciation of fixed Assets 

The issue upon which the findings of the Commission were most eagerly 
awaited was perhaps that of the treatment in tax assessments of the depre- 
ciation element of the fixed assets of businesses. But its contribution here is 
disappointing. There had been powerful submissions, from business men, 
bankers, economists and others, that inflationary conditions made it necessary 
to allow businesses to charge against taxable profits an amount for depre- 
ciation based on the inflated “‘ replacement cost ”’ of their fixed assets, not 
upon the lower “ historical cost’. In essence, the argument was that, both 
in fact and in theory, unless the replacement-cost basis was used part of the 
tax was on capital not income. The Commission throws out the argument, 
both on fact and on theory. 

The hypothesis that erosion of capital has been caused by the computation 
of depreciation allowances on historical cost has not, the Commission con- 
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siders, been either established or disproved by any of the various statistical 
exercises that have been carried out on this problem. The proposition that 
when costs are rising profits struck after allowing for depreciation on historical 
costs will not provide a fund adequate to replace the fixed assets is indisputable, 
but it does not follow, says the report, that the company cannot “ self- 
finance ’’ the replacement. Whether it can or cannot depends upon the level 
of tax, the amount of past revenue and the distribution policy of the company. 
Nor is it taken as necessarily true that even if the company cannot self- 
finance the replacement, the taxation system is at fault. The view of the 
British Bankers’ Association that “it is fundamentally wrong that industry 
should need to raise fresh capital merely to preserve productive ability ’’ is 
not accepted; a business is not to be regarded as essentially a continuing 
entity. 

The report is critical of what it deems the uncertainty that replacement- 
cost accounting would introduce—uncertainty resulting from the lack of 
index numbers to be used in adjusting the original costs of the fixed assets, 
from differences of opinion about what are the correct types of index numbers, 
and the influence of purely personal opinions upon the adjustments to be 
made in original costs. But its major objection to the replacement-cost basis 
seems to stem from a refusal to regard the fixed assets of a business that are 
physically transmuted in the process of production into the products of the 
business as demanding different accounting treatment from other items of 
assets, such as debtors, that are not so transmuted. Yet the whole problem 
exists simply because business income can be computed only after making an 
allowance for the cost of transmuted assets, and in deciding upon the measure 
of this allowance there is a very strong case for putting it in real, instead of 
money, terms. 

The merits or demerits of these arguments in the majority report (with 
which the minority concurs) are, however, of less significance than the hypo- 
thesis from which they seemingly start—for that hypothesis is unhappily not 
a realistic one. The introduction to the report states that it is taken as “ our 
veneral premise that there will not be any marked decrease or increase in the 
purchasing power of money in the United Kingdom. Indeed, if we had 
thought that we were obliged to assume a persistent decline in the purchasing 
power of money, even if only a slow one, our examination of the problem of 
dealing with the inflationary element in profits which are computed without 
allowance for the decline would have started on a different basis and might 
have reached a different conclusion ’’. But the replacement-cost problem 
arises only if (and because) the value of money is changing. On this matter, 
therefore, though fortunately not on most others, the Commission has by its 
overriding and improbable assumption virtually destroyed the worth of its 
discussion and findings. 


[initial and Investment Allowances 

The initial and investment allowances, unlike the depreciation (‘‘ wear-and- 
tear ’’) allowance, are forms of tax remission intended to stimulate certain 
kinds of investment, not to provide a more adequate measure of business 
income than would otherwise prevail. They are criticized for not respecting 
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the principle of equity between taxpayers of different classes (corporate and 
individual) and, since the allowances enure to their benefit in varying degrees, 
among corporate taxpayers themselves. There is concern that discrimination 
might be carried further on this precedent, whether on similar economic 
grounds or other grounds. This point is important, because it goes to the 
fundamentals of that variant of “ functional finance ”’ that regards the fiscal 
system as justified in discriminating among taxable subjects if it appears 
that it would be of general economic advantage to do so. It is perhaps a 
pity that the Commission did not go more deeply, and in a general way, into 
the theory of this system. 


The Treatment of Stock-in-T rade 

There is a striking contrast between the discussion and recommendations 
upon, on the one hand, the depreciation of fixed assets and, on the other 
hand, the valuation of stock usage. Most people who have concerned them- 
selves with these problems have regarded fixed assets and stock as producing, 
in principle, the same problem when prices change. Those who have argued 
for the replacement-cost basis of depreciation have usually argued on the 
same lines for a departure from the “ first in, first out ’’ (FIFO) method of 
accounting for stock. This method, they have urged, by valuing stock usage 
at lower original cost at times when the prices of stock being purchased are 
rising, instead of at higher (or average) cost, inflates the resultant taxable 
profit and leaves the business to replace its stock at the higher prices out of 
taxed income. The majority indulges in some rather sophistical argumen- 
tation about stock accounting and then asks itself whether there is any 
governing principle that requires the adoption of the FIFO method. 
Surprisingly, in the light of the other parts of its report, it concludes that 
the FIFO method does not necessarily lead to a more precise ascertainment 
of income than other possible methods. So the recommendation is made 
that the tax system should not require all businesses to “ use a single prescribed 
method in valuing their stock in trade for the purpose of computing taxable 
profits ’. (This is contrary to the submission of the Inland Reveriue that 
FIFO should be universally prescribed by law, and contrary to its present 
practice of requiring that basis to be used in all but a few exceptional instances.) 


The Commission proposes that a method would be accepted for tax 
purposes if it is “‘ (1) designed to secure that the cost assigned to any item 
of stock in trade represents a real figure for the cost of that item and is 
not arrived at by an arbitrary or fictitious process, and (2) is calculated, if 
used consistently over a period of years, to give a fair reflection of the profits 
of that year’’. The phrase contained in the last nine words might seem to 
beg the question, but it is clear from an appendix that “ last in, first out ”’ 
(LIFO) and “ base stock ’’ methods would be allowable. So what most people 
will probably continue to regard, pace the Commission, as “‘ replacement-cost ”’ 
accounting for stocks, is allowed, while replacement-cost accounting for fixed 
assets is refused. The minority is more consistent: having also rejected 
replacement-cost accounting for fixed assets, it says that comparable reasoning 
leads it to accede to the Inland Revenue request that FIFO should generally 
be the only permitted method for stock valuation. 
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Depreciation on Commercial Buildings 


At present industrial buildings, but not commercial buildings such as 
offices or shops, rank for depreciation allowances. The majority report 
accedes to reiterated pleas that this discrimination should be ended. 


Taxation of Capital Gains 


The majority is in no doubt that capital gains should not be taxed, either 
by a new impost or within the general framework of present taxation of 
income (into which they could be legally incorporated by a simple modi- 
fication of the law). Its main reasons are: 


(1) If the taxing of capital gains is regarded as a method of taxing expendi- 
ture that is left untaxed at present, it does not hit the object squarely. ‘‘ Two 
persons, one with a capital of £100,000 on which no gains are being made, 
the other with a capital of £30,000 on which he is making gains, may each 
of them be selling assets in order to finance their expenditure ; but why 
should the second be taxed on his excess expenditure while the first is untaxed ?”’ 

(2) Any tendency to live upon capital will continue; that capital is increasing 
in money value does not encourage spending out of capital. On the whole, 
capital gains are saved and a tax upon them would militate against saving. 

(3) There would be serious administrative problems, partly because of the 
many exemptions and qualifications that would be necessary in operating 
the tax. 

(4) The yield would be exiguous. The majority did not, however, subscribe 
to an estimate of {40-50 millions put in by the Inland Revenue as the net 
yield allowing for effects upon the death duty. 


The discussion devoted by the majority to this topic is very limited. The 
minority, however, devote some thirty closely-reasoned pages to argument 
leading to the recommendation that the capital gains of individuals should 
be charged to income tax, but not to surtax, and the capital gains of companies 
to corporation profits tax. 

The many who rejoice that the majority has ruled against such taxation 
would do well not to dismiss the minority report on this contentious matter 
as merely recalcitrant or unimportant: it presents a skilfully argued thesis 
that will almost certainly take political form at a later stage. Nor should 
those who dislike a capital gains tax, or even those who accept the majority 
reasoning on the subject rather than that of the minority, overlook that the 
issue is not simply whether a capital gains tax should be superimposed upon 
existing taxes: the introduction of such a tax might allow other taxes to be 
reduced. The minority, in fact, offers the very succulent morsel, in a package 
with the capital gains tax, of a reduction in the total rate of company taxation 
to 334 per cent. 

The minority says in effect that the measure of taxable capacity should 
be spending capacity. An individual’s spending capacity is his “ net accretion 
of economic power between two points of time ’’, and this may take the form 
of a capital gain as well as the receipt of what is commonly called “ income ”’ 
Indeed, in the opinion of the minority, it is the combination of the two elements 
that constitutes income. To its general argument concerning the true nature 
of income the minority adds the following points : 
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(1) The omission of capital gains from taxation leads to tax-avoiding 
arrangements by the taxpayer to take the benefits of capital ownership in the 
form of capital appreciation instead of income. 

(2) Ihe taxation of capital gains should be on realized gains only. 

(3) Since the gains might be bunched in particular years, the mere incidence 
of timing might cause them to be very heavily taxed if they were subject to 
surtax. They should, therefore, be subject only to income tax, especially 
since there would otherwise be disincentive eftects on risk-bearing, saving and 
capital formation. It is implicit in this that taxation at the standard rate of 
income tax is regarded as not having such disincentive effects, or only such 
effects as could be tolerated. 

(4) No distinction should be made between short-term and long-term 
capital gains. 

(5) Realized losses should be offset against realized gains. 

(6) Gains from the sale of an owner-occupied house should be tax-exempt. 

(7) For an initial period, only gains from the sale of businesses, securities 
and real property should be taxable. 

(8) There should be exemption limits of, say, £50 on any particular gain 
and, say, of £400 for the annual gain. 


The minority believes that the administrative problems would not be beyond 
the capacity of the system. And it disputes the estimate of yield put in by 
the Inland Revenue, suggesting—on a variety of estimates of its own devising 
—that the ultimate net yield might be between {160 millions and £315 millions. 


Other Important Recommendations 


The most important of the other recommendations of the majority are 
summarized below. It should be noted that on many of them the minority 


disagrees. 


Expenses 

The existing rule is that an expense is deductible in striking taxable income 
under Schedule D (for a business, profession or trade) only if it is ‘‘ money wholly 
and exclusively laid out or expended for the purposes of the trade, profession or 
vocation ’’’. The Commission accepts the rule as satisfactory : permissible expenses 
cannot be more strictly defined. Expenses on advertising and entertaining, 
which may be entered as business expenses and yet contain elements of personal 
prestige or personal benefit, cannot and should not be more rigorously delimited. 

The ruling on the eligibility of expenses incurred by salaried taxpayers 
(Schedule E) is that the taxpayer shall be “‘ necessarily obliged to incur "’ travelling 
expenses “‘ or otherwise to expend money wholly, exclusively and necessarily in 
the performance of his duties’. This has been widely criticized as discriminating 
unfairly against the salaried man compared with the taxpayer under Schedule D. 
The Commission had sympathy with this criticism, finding that it is not sufficient 
to ask whether an employment specifically requires an employee to incur certain 
expenses: often only the taxpayer can be the judge of whether they are necessary. 
Hospitality by a clergyman and subscriptions to professional bodies by salaried 
doctors or scientific workers are cases in point. The majority accordingly recom- 
mends a less restrictive wording for the rule, to provide for “ all expenses reason- 
ably incurred for the appropriate performance of the duties of the office or employ- 
ment ’’. The new wording still requires the condition, not required under 
Schedule D, that the expenditure must be reasonably directed to its purpose. 
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But while it clearly cannot be maintained that an Inspector of Taxes should 
probe into the way in which a business chooses to go about making its profits, 
he must be able to question whether or not a salaried person is incurring an 
expense in the discharge of his duties. 


Directors’ Benefits in Kind and Expense Allowances 

Directors, and employees receiving more than {2,000 gross per annum, are 
now chargeable to tax for benefits in kind and expense allowances, with certain 
limited exceptions. The Commission thinks that some directors (those with limited 
remuneration and whose duties are part-time) should not be singled out in this way; 
and it proposes a change to make chargeable all persons receiving more than 
{2,000 a vear. A controlling director, however, since he has “ an obvious form of 


~ 


influence ’’, should remain chargeable even if his income is less than {2,000 a year. 


Covenants 

If a covenant entered into for the payment of money to another is durable 
in time and if the destination of the money is so secured that it cannot return 
directly or indirectly to the payer, the general rule at present is that the pay- 
ments will be tax-free in the hands of the payer. But abuses clearly may exist 
if private undertakings are made by which the money never really leaves the 
covenantor, or is somehow returned to him. The Commission recommends that, 
if the recipient under the covenant is a relative, a covenantor should be required 
to produce annually formal declarations by himself and the recipient that the 
money will not return to him by any agreement or undertaking. 


Farming Losses 

The Commission does not agree with the opinion, frequently put forward, 
that a loss from one source should not be set off by the taxpayer against an income 
from another source, arguing that the whole emphasis of progressive taxation, so 
far as individuals are concerned, is upon the total income from all sources. The 
Commission's scrutiny of the practice of setting-off losses is especially focused on 
the “ hobby-farmer ’’, who incurs farming losses readily because they are carried 
at the high marginal rate of his other income, because he may be consuming 
produce himself and not accounting for it, or because he is aiming at a tax-free 
capital profit on the sale of the farm. In the year to September, 1954, claims 
for setting-off farming losses amounted to {10? millions, against only £34 millions 
for non-farming losses. But the majority thinks that complaints against the 
hobby-farmer have been exaggerated and contents itself with a suggested alteration 
in the tax code that would simply require that a farm should have a commercial 
purpose if the losses are to be set off. 


Current Year Basis 

The first Millard Tucker Committee reported some years ago that the adminis- 
trative difficulties in moving all Schedule D assessments from the present “‘previous 
year’ basis of earnings to a “‘ current year’’ basis would be insuperable. The 
Commission accepts this conclusion, but decides that the change should be made 
for companies, which account for less than 200,000 out of some 1,700,000 assess- 
ments under the Schedule. It recommends a number of detailed safeguards and 
provisions for the change-over. 


Overseas Profits 
The members of the Commission were particularly keenly divided on the issue 
whether the overseas profits (excluding earnings from investments) of companies 
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should or should not be exempted from British taxation. Neither segregation 
into overseas subsidiaries nor the limited double taxation relief now available 
may suffice to compensate for the disadvantages to which exporters and traders 
are subjected by the British taxation of their overseas profits. A main argument 
against exemption is that it amounts to preference for one class of taxpayer and 
thus offends against equity. As a compromise recommendation, to which most 
signatories of the majority report can subscribe, it is finally suggested that only 
a special category of corporation, called an “‘ overseas trade corporation ’’, should 
qualify for exemption from British tax on all its profits (dividends paid out of the 
overseas profits being treated as taxable income of the shareholders). This is 
the procedure followed in the United States and Canada. The category would 
comprise companies controlled from the United Kingdom but either (a) deriving 
all their trading income from overseas operations, or (6) producing all their output 
overseas, or (c) existing as the exporting sides of businesses producing in the 
United Kingdom. 


Submission of Records and Accounts 

Everybody is liable in law to make a tax return, but there is at present no 
obligation to substantiate the return by the production of vouchers, records or 
accounts. The Commission considers—significantly, in the chapter on “ Tax 
Evasion ’’—that this procedure is unsatisfactory when applied to traders, pro- 
fessional men and those in business for themselves. These taxpayers should 
be required by statute to keep records—records of the simplest kind, to show 
receipts and payments, opening and closing stocks and outstanding debtors and 


creditors. There should be no requirement for supporting “‘ accounts ’’—meaning 
by the term ‘“‘a summary analysis of the profit figure based on information 
supplied ...and... records prepared for the purpose ’’. To require these would 


put many taxpayers to the expense of engaging the services of professional 
accountants. However, if accounts are submitted in support they should become 
by law a part of the tax return, so that false accounts would incur monetary 
penalties; and the taxpayer should be required to certify the correctness of the 
underlying records. 

At present, the Inland Revenue can require a taxpayer to produce his business 
records, but not his personal records, though if the General or Special Com- 
missioners are hearing an appeal they can demand the production of records of 
any kind. The limitation on the powers of the Board, which prevents their 
having access to such private documents as bank pass-books, also forbids them 
to demand private records of the taxpayer’s wife. It is recommended that the 
limitation should be removed. But the Commission does not agree that there 
should be a right to requisition information from third parties, or to visit business 
offices to inspect documents there. 


Legislation against Tax Avoidance 

There has grown up a mass of detailed and extremely complicated legislation 
directed against the avoidance of tax. An outstanding example is the legislation 
that allows surtax to be levied on the undistributed profits of private (and some 
other) companies if distributions (to shareholders presumed to be liable to surtax) 
are unwarrantably low. This legislation presents a danger “‘ that our system is 
becoming delusive ’’ because while it gives statutory control of the subject by 
Parliament, it means that the liability of the individual is determined not by law 
but by the decision of the Special Commissioners of Taxes. It is recommended 
that an expert committee, with representatives of the Board of Inland Revenue, 
lawyers and accountants, should review the legislation within the next few years. 
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What Challenge trom Germany ? 


on its overseas markets has been voiced periodically by industrialists, 

economists and politicians ever since German steel production first passed 
that of Britain in the nineties. The latest perturbations in a long post-war 
series have been provoked by the incalculable effects of the recent series of 
labour disputes on Britain’s competitive capacity—and by a number of 
striking gains by German firms of important contracts in Britain, par- 
ticularly for shipbuilding. The basic dependence of Britain’s prosperity on 
the demands of the highly competitive world market cannot indeed be over- 
emphasized. It needs to be pointed out, however, that some of the projections 
of gloom about Britain’s capacity to compete with Germany are based on quite 
inconclusive evidence—the experience of selected industries in selected markets 
and percentage comparisons taken from misleading base dates. This article 
seeks first to show in perspective the comparative achievement of Britain and 
Germany since the war, and especially in the past year, and then to sketch the 
newly-emerging pattern of the German economy and its implications for Britain 
in the world market. 

Perhaps the most frequently quoted ‘“‘ evidence ”’ of Britain’s inability to 
withstand German competition is the failure of British exports to match the 
extraordinary growth that German exports have achieved in the past four or 
five years. Between 1950 and 1954, it is pointed out, the volume of Britain’s 
exports rose by a mere 3 per cent., whilst the volume of German exports rose 
by two and a quarter times. But this particular comparison (like parallel com- 
parisons of trends in industrial output and national product) passes by the 
vital fact that whereas Britain had by 1950 already far more than recovered 
its war-time losses, Germany then had hardly made a new start. This is 
brought out very plainly in the accompanying charts. Despite the speed of 
Germany’s recovery, it is doubtful whether the volume of its exports has 
even now been fully restored to its pre-war relationship to British exports. 
Last year Britain's exports, at {2,673 millions, were very nearly one-half as large 
again as those of Western Germany; its exports of manufactured goods alone 
were more than 28 per cent. larger, which probably reflects a bigger com- 
parable margin than the g per cent. Britain enjoyed over the whole of pre-war 
Germany in 1938. 

Naturally, too, the pace with which Germany has been catching up 
since 1950 has lately been slackening. In 1954 German exports rose in 
volume by 24 per cent., against Britain’s increase of 6 per cent. In the first 
quarter of this year the margin narrowed further. German exports rose by 
Ig per cent., Britain’s by 10 per cent.; and the German expansion was—in 
contrast with that of Britain—notably smaller than that achieved a year 
before, when it exceeded 25 per cent. 

To what extent has Germany been encroaching on Britain’s traditional 
markets ? Despite recently publicized examples of successful German ten- 
dering for important contracts in the Commonwealth, it remains true that 
Britain and Germany continue to depend on different markets for a very 
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large slice of their export business. In 1954 Britain sold very nearly half of 
its exports in the overseas sterling area; but these markets took only 8 per 
cent. of German exports, little more proportionately than the 7 per cent. 
taken in 1952. No less than 57 per cent. of Germany’s exports last year 
went to its neighbours in continental Western Europe; the share in Britain’s 
exports of Western Europe, including West Germany, was 26 per cent.—the 
same as before the war. The spectacular gains achieved by Germany in 
Europe reflect, indeed, its eventual recovery of its own traditional markets. 
But those gains have not put a stop to the expansion of Britain’s exports to 
Western Europe as a whole. 
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The special strength of Germany in the West European market has indeed 
been one of the major factors in the whole resurgence of German export trade. 
The European market has been widening almost continuously since the end 
of the war—thanks both to the steady expansion in output and incomes and 
to the progressive dismantling of import restrictions in intra-European trade. 
Britain’s traditional markets have shown no such uninterrupted expansion. 
The largest market of all, Australia, has now twice been drastically contracted 
by stringent quota restrictions. In the United States and Canada—which 
together take twice as large a proportion of Britain’s exports as Germany's 
—the business recession of 1953-54, small though it was, did exert a significant 
influence on British imports. And Latin America, at one time a very 
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important market indeed for Britain, has been plagued by economic crises 
that have played havoc with its ability to pay for its imports. It may be 
true, however, that Britain has tended to recount rather than counter these 
misfortunes. German exports to the United States withstood the recession 
far more successfully than did Britain’s exports; and it is in fact in these 
markets of the Western hemisphere that Germany has made its biggest gains 
over Britain. 

In all the major countries of Latin America—with the important exception 
of Venezuela—Germany has succeeded in supplanting Britain as the second 
largest supplier after the United States. In some cases this has been achieved 
by methods that resemble to an unfortunate degree the bilateral and barter 
arrangements through which Nazi Germany forced its hold on these markets 
and on those of Eastern Europe. In Brazil, in particular, the otherwise multi- 
laterally-minded German authorities have sanctioned expedients that have 
been not only unorthodox but have kept German-Brazilian trade moving only 
at the expense of worsening the trade deadlock between Brazil and Britain. 
The establishment of a “ free’’ market in Germany for blocked Brazilian 
currency has given German importers the opportunity of undercutting their 
competitors in buying from Brazil (as the cruzeiros sold on this market have 
been relatively cheap). Brazil has thus been furnished with deutschemarks 
(rather than sterling), enabling it to maintain its imports from Germany and 
also to pay off accumulated debt. During 1954 alone Brazil’s outstanding 
commercial debt to Germany fell from $75 millions to $26 millions. Recently 
these arrangements have been working less smoothly, and by March of this 
vear the debt had crept up again to over $33 millions. Brazil's debt to 
Britain, in contrast, is being reduced by a mere {£6 millions a year, and still 
amounts to about £35 millions (or nearly $100 millions). 

It has been suggested recently by Sir Francis Glyn, chairman of the Bank 
of London and South America, that Britain ought to emulate Germany in 
finding unorthodox expedients to break the trade deadlock; but before 
embarking upon ventures that would be liable to set up some dangerous 
precedents the British Government might make a serious attempt to persuade 
Germany that a relapse into competitive bilateralism would inevitably damage 
the trade of both countries; and that a sound basis for trade can be restored 
only by the actions of Brazil itself, in setting its own house in order. There 
have in fact been some signs recently that the German authorities are them- 
selves considering a move towards orthodoxy in this field. 

It is important to note indeed that most of Germany’s other objectionable 
aids granted to its exporters have now been abolished. German exporters 
still benefit from modest tax rebates on their export turnover, but these are 
to be rescinded from the end of this year. Further, there appears to be no 
foundation for the widely held view that German exports are artificially fostered 
through the extension of unduly favourable credit terms. In its special 
surveys of this question made in recent years the Credit Insurance Association 
has consistently found that the facilities open to the exporter in Britain are 
fully as good as and probably better than those available to his German 
competitor. 

‘rom the standpoint of Britain’s balance of payments, a most serious 
challenge from Germany has come recently in the dollar area. During 1954 
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Germany raised its exports to the dollar area as a whole by 30 per cent. 
(mostly by gains in Central America, for its exports to the United States 
alone were unchanged), whilst Britain’s exports to both the United States 
and the dollar area as a whole fell by around 6 per cent.; though the total 
of Britain’s exports to the United States was still, at £167 millions, 40 per 
cent. above German exports. In the first quarter of this year German exports 
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to the dollar area rose by fully one-third above their level a year before; 
whilst those of Britain rose by only 44 per cent. German exports to the 
United States rose by one-quarter, compared with a rise of 17 per cent. 
secured by Britain; some spectacular gains are being achieved, some directly 
at Britain’s expense, by the German motor industry, and particularly by 
Volkswagen. But it is in the dollar area outside the United States and 
Canada—in Mexico, Colombia, and other countries of Central America—that 
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Germany is making its most impressive strides and gaining from Britain 
what are in many cases genuinely new markets. 

In judging the future of German competition, it has to be remembered 
that the past five years or so have been the great phase of Germany’s recovery, 
recovery from a measure of physical destruction and economic chaos 
unparalleled at any time in any other major industrial country. Accord- 
ingly, neither the pace of this expansion nor its pattern can be expected to 
continue. Investment in fixed capital is indeed still being sustained at a 
high and rising rate—amounting to around 21 per cent. of gross national 
product on the German official estimates, compared with something under 
16 per cent. or so officially estimated in Britain. But the fruits of past 
investment may now be enjoyed to a greater extent by the German consumer 
—though Mr. Butler has said that this may be the lot of the British con- 
sumer too. 

Money wages in Germany have been rising more slowly than in Britain, 
but prices have been notably more stable, so that real wages have risen in 
the past five years (to February last) by about one-third, compared with 
only 12 per cent. in Britain. The real value of personal consumption rose by 
nearly one-half over the period (about one-seventh in Britain). Until last year 
there were periods when, in the words of the latest report of the German 
central bank, “‘ these internal factors of expansion were weak by comparison 
with the enlargement of productive capacities ’’, so that industry was literally 
forced to reopen its markets overseas. By the second half of 1954, however, 
“the growth in West German orders was so great .. . that there was certainly 
no need to look for an outlet in exports in order to make fuller use of the 
available productive capacities ’’. The upshot for the trend of exports in the 
first months of this year has already been noted; but equally significant is 
the striking change that has taken place recently in the trend of German 
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CONSUMPTION AND PRODUCTIVITY 


In April, 1955, the latest month for which figures are available, German 
imports exceeded exports for the first time for two years. In the first four 
months of this year together, German imports were higher by 34 per cent. 
than in the corresponding period of 1954—-when imports were only 8 per cent. 
up on the year before that. The trend of the composition of German imports 
is also significant. The former concentration of imports upon raw materials 
—which was the essence of Nazi policies of economic autarchy—has been 
substantially modified. The proportion of finished goods to total imports 
rose from only 84 per cent. in 1936 to 124 per cent. in 1950 and 164 per cent. 
in 1954. This trend has continued this year—imports of finished goods in 
the first quarter were up by 54 per cent. on the year—though it is interesting 
to note that Germany has been obliged to make considerable increases in its 
imports of raw materials, including even coal, to keep pace with the demands 
of its industry. 

The rising proportion of imports of manufactured goods has been attri- 
butable not only to the increasing outlays of the German consumer; particu- 








larly in the past year, it has been a result of the very considerable freeing of 
the import trade that has taken place. Germany had by 1953 removed. 
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quotas on over go per cent. of its imports from other European countries, 
and recently it has taken extensive steps to free its dollar trade. In late 
May it liberalized more than 1,000 items, raising the percentage of dollar 
goods that could be imported freely from 57 to 75 per cent. Even before 
this relaxation German imports from the dollar area were shooting upwards 
at an exceptional rate: in the first quarter of this year they rose to 64 per 
cent. above their level in the similar period last year. 

The expansion of the German home market is therefore being allowed to 
provide opportunities for manufacturers abroad, and the German economy 
may be losing its long-held characteristic of an unnaturally low share of 
imports to total consumption. What, however, of the likely effect on the 
competition faced by Britain and other countries in their own and third 
markets ? Better living in Germany is already, as has been seen, causing 
some modest slackening of the pressure to export felt by German industrialists. 
Its effect on German costs is more difficult to measure. Some play has been 
made recently with the calculations made by the Economic Commission for 
Europe contrasting the movements in productivity and real earnings in 
Britain and Germany last year. These calculations show that real hourly 
earnings in industry in Britain rose between the last quarters of 1953 and 1954 
by 2.9 per cent., that is by more than the rise in output per man-hour and 
also by more than the increase of 2 per cent. in German hourly earnings— 
yet these rose by much less than did German output per man-hour, which 
jumped by 6} per cent. But taking the four years to the last quarter of 1954 
the rise in real hourly earnings in Germany was very nearly as great as the 
rise in productivity, whereas in industry in Britain it was only 70 per cent. 
as large. 

Comparisons of these kinds over short periods are indeed always of limited 
value; the marked upturn in real wages in Germany that has taken place 
since last autumn may, for example, have offset part of the large gain in 
productivity by German industry during 1954 as a whole. But by and large 
it seems true that the fruits of the high level of German industry’s invest- 
ment, in terms of productivity, are tending to outrun by an appreciable 
margin the increases in its wage bills. The most striking deduction to be 
drawn from the calculations of the E.C.E. is that Germany's competitive 
advantage has stemmed not from the slower growth of real wages but from 
the extraordinarily high pace of increase in productivity. 

Germany may, therefore, be moving towards a high wage, high output, 
economy on the American pattern. There are no signs of any really radical 
shift as yet; though, as has been seen, the leeway between real wages in 
Germany and Britain has on the whole been reduced in the past few years. 
The one factor that might indeed make the challenge of Germany truly 
menacing would be a continuation of a sustained lag of earnings behind 
productivity. But that has evidently not been happening over the past few 
years as a whole; and for the rest the standard run of complaints against 
German competition has generally been exploded. It is to Britain’s great 
advantage that Germany is now, for the most part and with a few lamentable 
but diminishing exceptions, following a more liberal trade and payments policy 
than it has since the founding of the first German Empire. The challenge 
to-day is essentially the challenge of productivity. 
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Lombard Street Takes the Strain 


“WN times of high prosperity ’’, we wrote in this annual series twelve 
months ago, “ the first duty of a discount house is to treat much of the 
surplus simply as a means of meeting the hard knocks that are bound to 

come in future’’. In these past six months the hard knocks have come 

with a vengeance, and the discount market must now be thankful that it 
had, on the whole, matched up to this precept. The spate of dividend 
increases and capitalizations of reserves, and the substantial expansion of 

published profits, that marked the vear 1953-54 had been accompanied by a 

further strengthening of the inner resources. But most people in the market 

little thought that these precautions would be tested so soon, and in its 
dealing tactics Lombard Street as a whole was much less well prepared for 

a change of weather. 

This, indeed, was the context of the warning quoted above. After the 
shocks of 1951-52 the discount market had proceeded very cautiously for 
many months, but after the first reduction in Bank rate it had begun to take 
aboard an increasing volume of bonds, and also ventured further from the 
shore. By mid-1954 its bond portfolio had reached record proportions, and 
in spite of the pace at which true capital resources had grown, the ratio of 
bonds to capital was very high—in the region of 9: 1. This, as we remarked 
at the time, meant that the market ‘“‘ would be extremely vulnerable if it ran 
into a storm under so much sail’’. It is not easy to shorten sail once the 
weather has begun to worsen. Some houses, however, evidently succeeded 
in doing so, and thus were in perceptibly better trim before the big shock 
of the 1 per cent. rise in Bank rate on February 24—or even, in some instances, 
well before the $ per cent. rise of end-January. 

[In bill business, moreover, the continuous turnover of the portfolio gives 
the market a good deal of scope for guarding itself against future trouble, 
and the discount houses saw the danger long before it was noticed by most 
other sectors of the economy. The edging up of discount rates that it started 
in mid-November saved it from the greater part of the loss, on the bill side 
of its operations, that would otherwise have resulted from the first rise in 
Bank rate. These precautions, it should be noted, were of value to the national 
economy as well as to the discount market—for a rising bill rate is to some 
extent a corrective of disequilibrium in itself, and especially does it serve as 
the first danger signal, which will be the more valuable as the City and 
business world begin to rediscover its significance. 

When the full force of the storm broke about Lombard Street it also had 
one other means of withstanding its buffetings. As Mr. G. M. B. Portman, 
who is this year’s chairman of the London Discount Market Association, 
remarked in the annual report of his company, Allen Harvey & Ross Ltd., 
the experiences of the market during the vear had been “ amongst the most 
severely varied in many years”’. If the conditions of early 1955 had been 
unusually difficult, those of the spring of 1954, culminating in the Bank rate 
reduction of mid-May, had been unusually favourable—and through the 
summer and autumn they still were good. At first the market was reaping 
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the usual advantages from a phase of falling rates—the additional profits 
from bills re-Sold and, after the Bank rate reduction, from the lag in the fall 
of portfolio yields behind the fall in money costs, and from the steady rise 
in bond values. In these conditions, as the same commentator remarked, a 
useful cushion was built up to receive the heavy impact of the rapid rise in 
Bank rate. 

The marked contrast between the two phases of the period is naturally 
paralleled in the latest batch of market accounts, with their significantly 
varying accounting dates. All but one of the ten public companies enjoyed 
the benefit of the 1954 Bank rate reduction in their latest completed financial 
year. The unlucky one was Ryders—especially unlucky because this was its 
first year as a public concern. At the other extreme are the “ Big Three ” 
houses, whose latest accounts were made up when Bank rate still held at 
3 per cent., when the precautionary measures were already widening the 
running margins from bills, and when short bonds, though below their peaks, 
still showed little or no depreciation over the year. A fourth house, Gillett 
Brothers, had the disadvantage of making up its accounts only four days 


TABLE J ° 
DISCOUNT COMPANY PORTFOLIOS AND CAPITAL, 1954-55 
(Companies shown in order of size of published capital resources) 


(£ mns.) 
Published 
Capital Invest- Bills Total 
Resources ments Portfolio 
Union Discount Co. of London, Ltd. 31/12/54 8.886 04.54 173.40 267.99 
National Discount Co., Ltd. 31/12/54 .. i‘ 6.054 88.28 117.11 205.38 
Alexanders Discount Co., Ltd. 31/12/54 ‘ia 4.867 77.86 75.31 153.17 
Cater, Brightwen Xx Co., Ltd. 5/4/55 — — ‘a 753 16. 40* 77. 35* 93. 75 
Ryders Discount Co., Ltd. 31/5/55 + 2.287 14.75 47.14 61.89 
Gillett Bros. Discount Co., Ltd. 31/1/55 2.211 22.19 53-37 75.50 
Smith, St. Aubyn & Co., Ltd. 31/3/55.. 1.704 15.17 65.82 80.99 
Jessel, Toynbee & Co., Ltd. 31; veg - at I 488 14.08 30.57 50.05 
Allen, Harvey & Ross., Ltd. 5/4/5 I. 309 > 34.02 47.40 
King X Shaxson, Ltd. 30/4/55 .. 204 .31 26.03 37.34 


* “ Short-dated securities ’’ included in the bill portfolio. 


after the first rise in Bank rate; but by comparison with the other six houses, 
all of which accounted after the rise to 44 per cent., this can be deemed an 
advantage—so far as the one year’s accounts are concerned. 

Every one of the houses in the first group showed a further notable rise 
in published profits, apparently to record levels in each case. The Union 
Discount’s rose by 37 per cent., the National’s by 22 per cent., Alexanders’ 
by 8 per cent., and Gillett’s by 14 per cent. All except Alexanders increased 
the actual dividend rates although they were payable on capitals increased 
by the previous year’s scrip bonuses; the National’s dividend amount went 
up by three-fifths and the Union’s and Gillett’s by one-quarter—while Gillett 
added a one-in-nine scrip bonus. Alexanders, whose big capital reorganization 
during the year had the effect of discharging the unpaid liability and of making 
a 100 per cent. scrip distribution on the amount formerly paid up, simply 
maintained the amount of its cash distribution, but this had been increased 
by more than two-fifths in 1953. Hence shareholders again received the 
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one-fifth of the total distribution that had then been paid as “‘ bonus ’’; but 
the company prudently gave warning that “ while we have every hope of 
maintaining this dividend, it must depend on the results of future years ’’. 
On the other hand, this house actually felt strong enough to justify a transfer 
of {500,000 from the inner to the published reserve. 

In the second group a very different picture is revealed. One house, 
Cater, Brightwen, has consistently used inner reserve policy to stabilize 


published profits much more completely than is done by the rest of the 


TABLE I] 
NET PROFITS (AFTER TAX) AND EQUITY DIVIDENDS 
(Scrip bonuses shown in brackets) 











Years to varying dates (see Table I) 1950-51 1951-52 1952-53 1953-54 1954-55 
£ £ £ £ 
Union Discount ee ee 320,985 331,533 321,957 307,352 505,308 
10% 10% 10% 10% 124% 
| (r : 3)t (2 : 25)t 
National Discount .. 301,522 300,250 297,132 309,648 451,054 
10% 10% 10% 10% 12% 
| (7 - 3)* 
Alexanders Discount 165,100 140,550 170,550 281,600 305,100 
. 174% 174% 174% 20+ 5% 164% 
Cater, Bnghtwen 139,949 140,111 140,408 160,694 160,780 
163% 163% 163%, 153% 15% 
| . (7 - 4)t 
Ryders Discount —- == 209,558 79,801 
; 74% 74% 
Gillett Bros. Discount 155,370 I 30,573 116,685 150,356 171,901 
2% 12% 12% 12% 124% 
(z > §)* (r : 9)* 
Smith, St. Aubyn 100,441 30,097 09,328 167,419 49.745 
8%, BY, 8%, 10%, 10% 
(x : 5)t 
Jessel, Toynbee 77,012 40,190 111,664 115,918 73,793 
8%, 8%, 8%, 10% 10% 
Allen, Harvey & Ross 37,999 89,019 55,485 92,420 70,752 
10% 10% 10% 10% 10% 
(1 : 6)* 
King & Shaxson 54,508 44,949 74,080 93,850 05,412 
10% 10%, 124%, 124% 124% 
(2. 7)* 2:7)" 
Aggregate .. 1,409,492§ 1,272,478§ 1,364,389§ 2,009,315 1,934,246 











* Bonus shares not ranking for dividend until following year; King & Shaxson 1954 bonus 
made in form of 5% cum. second pref. shares. 

+ Bonus shares ranked for final dividend. 

{t For year to Sept. 30, 1953. Profits for following (transitional) period of just over six 
months to April 5, 1954, were £50,290, and dividend 5% actual. 

§ Excluding Ryders Discount, which did not become a public company until 1954; its profits 
for these years (shown before tax in its “‘ statement for information *’) were set out in 
THE BANKER for July, 1954. 


market, so that the absence of change in its profits this year (actually a tiny 
increase is shown) is not indicative. But each of the other four houses that 
accounted between end-March and end-April showed big falls in profits. 
Those of Smith St. Aubyn dropped by 70 per cent. (from the very high figure 
reported for 1953-54) even though they had been reinforced by what the 
chairman described as a “‘ small ’’ transfer from hidden reserves; maintenance 
of the dividend rate on the larger capital (which had ranked only for the 
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final payment in 1953-54) involved a tiny draft on the carry-forward. 
Published profits of Jessel, Toynbee and of King and Shaxson, both computed 
after further transfers to contingencies, dropped by 36 and 30 per cent. 
respectively; those of Allen Harvey & Ross also fell by 30 per cent. (from 
their annual rate for the previous period of just over six months) after 
crediting an unspecified sum from contingencies reserve, but on this basis 
they sufficed both to permit the return of £25,000 to that reserve and to 
cover the dividend with £10,000 in hand. In this second group of companies, 
all except Jessel, Toynbee had to provide larger sums for their maintained 
dividends; and King and Shaxson actually showed its confidence by announcing 
a further scrip bonus of two-in-seven (a similar distribution was made last 
year in the form of preference shares). Ryders, reporting after yet a further 
slide in bond values and without the benefit of the 1954 Bank rate in its 


TABLE III 
MONEY AND BILLS RATES, 1953-55 
(Bank rate shown in black on days of change) * 


Sept. 17, May 13, Nov.12, Jan. 21, Jan. 27, Feb. 24, June 24, 
1953 1954 1954 1955 1955 1955 1955 
% % % % % % % 
Bank Rate oe ‘2 34 3 3 3 34 4} 4 
Discount Raies : 

Bank Bills, 3 Mths. .. 2H 13 1 48 24 23 3k 4 
ae Ae ees 1; 1 48-1R 24 zt 3-34 4 
cae” Tia > idh-tp 2h 2d 24 3h-4 4-44 

Trade Bills, 3 Mths... 34-44 24-3 24-3 27-3 3-34 44-44 44-4} 
-» » 4 ww «+ Sees 24-34 24-34 2}-34 3-34 44-44 43-4) 
>» » 6 -- 4-44 3-4 3-4 34-4 34-43 = 44-58 44-53 

Treasury Bills: 
Allotment rate .. 43/0.06d. 34/1.75d. 31/6.98d. 40/3.46d. 46/7.33d. 75/5.32d. 70/4.53d. 
Clearing Banks’ Call 
Money: 
Against Bank Bills 2 I 14 1¢ ) 
Treasury Bills 1} i] 1j ij - 1}t 2}#t 23 
Bonds 24 5 12 3 J 
Floating Money (max.).. 24 13 13 24 2} 34 34 
Clearing Banks’ Deposit 
Rate Se ‘“ 1? 1; 14 14 14 24 24 


* For days of Bank rate change, all rates except the clearing banks’ “ fixed ’’ rates are those 
for the following day. 
¢t Minimum rate (applicable to “‘ good "’ money). 


accounting year, fully covered its investment depreciation out of inner 
reserves but inevitably showed a severe fall in profits. They dropped by 
62 per cent. from the boom figure of 1953-54, but still comfortably covered 
the 7$ per cent. dividend that was virtually promised (as a minimum) in last 
year's “‘ statement for information ” 

The buffetings have therefore been considerable, but in all the circum- 
stances it is reassuring to find that the market has come through the worst 
phase with no greater visible damage than this—with no encroachment at all 
on published reserves despite the bigger sums distributed. The biggest 
threat of all was naturally that involved in the fall in bond values, which in 
some instances has been very severe. Even so short a stock as the 1954-56 
War Bonds, which now has a maximum life of little over a year, has fallen 
by roughly 3 per cent. from the crest of last November; the 1957 Serial 
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Funding stock is down by some 54 per cent.; and the two new stocks issued 
last year that were just within the reach of the discount market—the 2 per 
cent. Conversion, 1958-59, issued in June, and the 2 per cent. Exchequer, 
1960, issued in November—have fallen by almost 8 per cent., which is a 
huge depreciation for a discount house to shoulder in so short a period. 
The official reassurance that had seemed implicit in the “ no-change ’ 
terms of that second conversion, launched to provide for the £734 millions 
of 2} per cent. Exchequer stock due in mid-February, has cost the market 
dear; at the outset most houses had expressed no interest in the new stock, 
but a number of them changed their minds before the offer closed. The 
banks, of course, also have bitter memories of this particular conversion, for 
their participation extended to the 3 per cent. Funding Stock, 1966-68, now 
standing at 87 net. The moral for both is that, now that monetary policy 
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TABLE IV 
MONEY MARKET SHORT BONDS, 1953-35 
Net Prices 
——_——— 1953 - OO 1954 oO — 1955 - s 
High Low End-1953 High Low’ End-1954 High Low June 22 
-%. Serial Funding, 1955 in 10l¢% 100 & IOl® ror? 100% 100% 100# 99# 99# 
30/9/53 2/2/53 21/7/54 23/12/54 6/1/55 6/4/55 
24% National War, 1954-56.. roof 983 100 fs LOI gs 100} 100 ty 100} 97 # 983; 
r/ro/s3 8 £53 17/5/54 6/1/54 ro/r/s5 13/5/55 
24% Serial Funding, 1957 -— - 90# 101 #8 990# 100 10045 96} 96} 
11/11/54 19/1/54 7/t/55 16/5/55 
2”, Conversion, 1958-59 ‘i ~— --- — 100} 99 99 99 3 g2g 95% 
rr/rr/§4 31/12/54 6/1/55 16/5/55 


2%, Exchequer, 1960 .. ‘a — — — — — 984 99 git gr¥ 


Gross Redemption Yields* 


eee 3983 1S ———— 1955 --———™ 
High Low End-1953 High Low End-1954 High Low June 22 

0/ 0 o ra) 0/ 0/ o o/ % 

/o 2 oO o 0 _ 9 /0 : /o 0 e 
fs. d fai Ca f2@ate £4686 £284 646 £4644 £464 £2 
»%, Serial Funding, 1955 218 8 2¢ 9 2 7@e8 2 97 22 '22 @- 3838 46 8 64 20 § 402 
24°, National War, 1954-562 17 3 2 6 6 28s 8 291 11 8 ete a2? 3 2 611 44 7 
24°, Serial Funding, 1957 —- - 271 2 8 8 I 12 9 eo s 2 318 1 2 st 318 o 
2% Conversion, 1958-59 — -— -— 23 9s 116 2 4.3: 21288 2 8 £4 2 @ 
2% Exchequer, 1960 .. ~ — — — S64 ¢ SO 84 Se: SA Se SD 


* Yields on 24% National War Bonds and 2°, Conversion Stock are shown to the latest redemption dates; on June 2 
the yield of the former calculated on the basis of redemption on February 15, 1956, was £5 1os. 6d. per cent. and of Con- 
version Stock to 1958, £4 17s. 6d. per cent. 


is fully flexible again, it is more than ever necessary for investment policies 
to be framed solely according to the dealer’s own judgment. And this judg- 
ment must give due weight to the fact that Government loan terms are 
arranged in the long-run interests of the borrower (though this does not 
necessarily imply complete disregard of the short-term interests of the 
market); that the authorities may err, as they evidently did in this case; 
and that, if they do err, the needs of monetary policy in its wider sense are 
liable to make it impossible for them to soften the consequences of the error 
for the market—even if they wished to do so. 

For the discount market this lesson is of particular importance, since 
investment depreciation imposes a much graver threat than it does for the 
banks. If a discount house is able to carry its depreciated bonds until either 
their approach to maturity or a change in monetary conditions floats them 
back to par, all will be well. But it is much harder for a discount house than a 
bank to achieve this. It has to deposit collateral security against virtually 
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the whole of the borrowings that finance its portfolio, and the principal function 
of its capital resources is to furnish the margin that must be given over the 
market value of this collateral to the lenders, plus a free reserve against con- 


tingencies. 
not merely being earmarked against “ book” depreciation but are being 


Hence, when portfolio values are falling, the inner resources are 


TABLE V 
MARKET TURNOVER OF TREASURY BILLS* 
Total Market Allotment Market's 
Allotted Actual % of Total Weekly Average 
{mn. {mn. Allotments £mn. 
1938-39T = +s 455 167 37 13 
1945 o. E. 1430 | 442 ) 31.1) 34 | 
1620 60 .O : 
ME topo 90 Soe pasez SES paso Bp a7 
IV 1820 $72 47-9) 67 J 
1940 oe B. 1760 534 | 7-4 - 
1930 S590 Lo. 44-0 6 : 
— 1960 } yee 770 f 3454 ed | 44-3 60 + ” 
2150 995 45- 79 
1947 ee r. 2185) 10504 48.4 ag 
2180 . 959 | .__. 44.0| .. 7 P 
1 — 8805 4 a , 49-5 p47 -4 84 } SO 
2240 1070 “7. $2 
1945 ee R. eae 1073 | 15°39 334 
2210 1025 dade 6. 79 7 
WJ 2210 f 9°39 1063 + 4257 48.1 748! 82 > Sa 
IV = 1096 J an a4 
1949 h. 2210 1114 ) 50.4 85 
2210 .¢ 
lll olin panes san \ 5031 ap 55 2 Ran > 108 
IV 2990 2051 68.6 | 158 J 
1950 . 2910 1940 60.7 149 |} 
3120 | 1944 | 2. .31.. . 149 
a 3130 b 12,430 1940 ‘ta 62.2 ise 150 P1531 
| 3270 2021 61.8 155 
195! ° I oe Bae ae =. 
1] 220 1705 : 52. 131 
lll te b 12,280 aes + 6827 te b 55-6 — 131 
IV 2630 J 1463 J 55-0 113 
1952 we I 2380 )} 1281 ) 53.8 99 
1] 2910 | 796 i -o.. 60.3 | 135 
il 3120 po 1987 pse77 03.7 juts 153 133 
I\ Ss 1853 J a =. 
1953 Z 2830 1568 } 55-4 121 
3170 > 62 1722 | 688 54-3. ~ 132 
HI 3480 b 12,620 saa0 e SSO 55.1 fp 24-5 148 r 133 
IV es me 53.2] _ 
1954 . 3130 | on 51-5 124 
280 1688 | 51.5 | 130 
Ill aad r 13,170 sons +6786 hfe p 51-5 a 131 
IV 3420 ) 1734 J 50.7 J 133 ) 
1955 I 3190 1692 53.0 130 
IIt 2940 1438 48.9 I20 


* Estimates between 1939 and the third quarter of 1949 based on assumption that market 
tenders just cover total offered; thereafter special estimates have been prepared by THE BANKER. 


Periods relate to dates of tenders, not of payments, for bills. The first of each pair of columns 


gives quarterly figures, the second gives annual. 


+t Quarterly average of twelve months to August 25, 1939.  { Twelve weeks only. 





steadily drawn into day-to-day use in order to maintain the requisite margins. 
If a discount house is carrying a bond portfolio equal to ten times its true 
capital, half that capital will be engaged in supplying a margin of 5 per cent. 
If in these circumstances it were to sustain an average depreciation of 5 per 
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cent. on its bonds, the “ free ’’ capital could be wholly absorbed in providing 
additional cover—without taking account of the similar though less exacting 
process that would almost certainly be occurring simultaneously in its bill 
business—in which the margins required are much smaller (except for 
borrowings from the Bank of England) but the portfolio itself will be larger. 

When the fall in bond values began, the bond portfolios as a whole were 
certainly below the notional ten-to-one ratio assumed in this example (though 
some houses were probably at or above it), and the average depreciation 
sustained over the whole period has certainly been substantially less than 
5 per cent. But some of the smaller houses must have found the danger-point 
looming ominously near, and, given the worries about margins, the market 
generally has for some time become extremely reluctant to take in any 
additional bonds. Except in reference to the biggest houses that can more 
readily be sure of a two-way business, that, indeed, is an under-statement— 
for throughout the period of the 44 per cent. Bank rate the market would 

















TABLE VI 
LONDON DISCOUNT HOUSES—COMBINED BALANCE SHEET, 1952-55* 
5952°53 1953-54 1954-55 
Capital Capital Capital 
fm. Multiplier fm.  Maultipher ém. Multiplier 
Vublished Capital Resources 30.0 : 4 —- 32.9 —— 
sills... .a es = 757-4 24.8 682.9 21.5 706.38 21.5 
Bonds .. “ wi - 295.3 9.6 308.4 11.6 307.4 Ir.2 
Total Portfolio - _ 1052.7 34-4 1051.3 33.2 1074.2 33.9 
Ke-discounts .. - ea 60.0 2.0 76.0 2.4 IOL.3 3.8 3 
Loans and Deposits .. - 1034.4 33.8 1047.4 33.0 1071.8 32.6 


* Ten houses, i.e. excluding Seccombe, Marshall & Campion, Ltd., and Clive Discount Co. 
Ltd., no accounts for which are published. Balance sheet dates for the ten companies, as shown 
in Table I, range in the two latest periods from December 31 to the following May 31 (and from 


September 30 in the first period). 


have been glad to lighten or shorten its portfolios if that could have been 
done without severe loss. Fortunately, some lightening occurred before the 
pressure became extreme—not, indeed, in propitious markets, but at least 
before the 1 per cent. rise in Bank rate, and it seems possible that the Govern- 
ment broker may have lent a hand, on his own terms. 

The market’s bill business has happily provided some offset to these 
adverse trends. The influences here have been conflicting, but favourable on 
balance. During the early part of the period, as already noted, the market 
was benefiting from a falling trend of bill rates and, for a brief spell, from a 
wider margin between bills and money. This was the phase in which, for the 
first time since pre-war days, mobile foreign funds began to play a significant 
role in the London market. They were, indeed, the principal cause of the 
beating down of rates that proceeded through the late spring and early 
summer of 1954. But though the market then enjoyed greater activity, and 
found that its outlets for bills, instead of being almost entirely confined to 
the clearing banks, extended to a large number of overseas banks, it also felt 
an encroachment upon its portfolios, and probably upon its profit margins too, 
By mid-1954, as we noted in last year’s article, the aggregate bill portfolio, 
at some {600-650 millions, had reached its lowest mid-year level for six years. 
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And it probably did not rise above this level during the ensuing six months, 
normally a period of seasonal expansion. 

Then, in the phase of sharply rising rates, the attractions of bills by com- 
parison both with the rates ruling in other centres and with the returns 
obtainable from deposit-account balances at home caused a progressive and 
very marked intensification of competition. In consequence, the aggregate 
bill portfolio, though probably now above its lowest point, has shrunk much 
more than seasonally, perhaps to £550 millions or less, which would mean 
that it stands at its lowest since the war, despite the fact that there has been 
a moderate recovery in the volume of commercial paper. The aggregate 
bond portfolio, after its reduction at the end of 1954 and early this year, is 
probably now a little above the level then reached, since it is known that 
part of the banks’ heavy sales of bonds have been effected through the medium 
of the discount market, which has probably not been able to match the whole 
of these purchases by re-sales. The total is now perhaps £25 millions below 
the £400 millions estimated for mid-1954, so that the combined holding of 
bills and bonds is certainly substantially short of {£1,000 millions, whereas 
last year it was at or over that figure. 

The strongly favourable influence during this phase has, of course, been 
the widening of the margins between bill rates and money rates. Before the 
first rise in Bank rate the market reaped on bills held in portfolio almost the 
whole benefit of the precautionary increases in discount rates, because the 
clearing banks’ money rates were then still almost inflexible. The margin at 
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that stage was progressively widened from 5/16 per cent. to about 11/16 per 
cent. It narrowed somewhat after the 4 per cent. rise in Bank rate, even 
though the clearing banks did not at first take much advantage of the new 
principle that about one-third of their money should command a variable 
rate above the minimum; but after the I per cent. rise in Bank rate the 
difference between the tender rate and the banks’ money minimum widened 
to no less than 1 per cent. (because the tender rate immediately rose by 
almost 14 per cent.), and it has since risen to nearly 1} per cent. But these 
extraordinary differences, upon which much attention has been focused, are 
very misleading. 

From the moment when, a few days before the first Bank. rate increase, 
the authorities started to keep the short loan market on a very tight rein, 
outside money and all new money has become steadily more expensive; and 
these pressures soon drove the clearing banks into much more flexible use of 
their new principle. Though the banks’ minimum rate (applicable to the 
so-called ‘“‘ good ’’ money, nominally about two-thirds of the whole) is still 
23 per cent., the renewal rate for money in the variable category is quite 
commonly 31 per cent., with fresh money at 3? or 4 per cent. In addition, 


TABLE VII 
ACCEPTORS OF COMMERCIAL BILLS 
(Percentage Distribution of Jessel, Toynbee’s Portfolio at March 31) 


Accepted by: 1950 195! 1952 1953 1954 1955 
Fifteen Acceptance Houses 64.3 56.2 56.7 70.8 62.1 63.9 
Clearing Banks and Scottish Banks 2.9 4.8 5.7 8.4 9.9 7.8 
Miscellaneous ~ 6.6 0.5 i.3 5.6 4.2 5-4 
English Banks ow ned abroad 6.7 5.7 2.4 2,3 3.2 2.9 
Agencies of United States Banks... 2.60 2.0 3-4 1.8 1.6 4.0 
Other Foreign Agencies 4.5 >. 3.4 5.2 3.5 4-3 
Trade Acceptances .. 2.1 3.0 4-4 2.6 5.3 5.3 
Dominion Banks 10.3 13.9 12.3 2.9 6.7 3-4 





100.0 100.0 100.0 100.0 1LOOo;. O 100.0 








of course, the market is constantly taking Bank of England money at 43 per 
cent. for a week; but the amounts thus borrowed are small in relation to the 
total, and the real significance of the official tactics is that they keep the 
whole structure of rates very firm. The authorities now are not so much 
‘ driving ’’ the market into the Bank as keeping the supply so taut that some 
deficiencies are inevitable at particular points—but usually they are no more 
than marginal. The upshot is that the market is no longer reaping the very 
wide current margins that it enjoyed in the brief period while clearing bank 
rates remained almost inflexible. At that stage the intense outside demand 
for bills also enabled it to exact a wide turn on re-sale. But these were 
temporary conditions. For some time now the re-sale margin on bills has 
been forced by money stringency down to only about 1/32 per cent. (whereas 
it had at times been as much as } per cent.), while average money costs, for 
bond finance as well as bills, have risen to around 3} per cent. in most cases, 
and are certainly at least 3 per cent. in all. 

This still looks very handsome beside a tender rate now rising close to 
4 per cent., but it has to be judged in the light of two further facts. The 
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first is that all these margins refer only to new business. When Bank rate 


’ 


rose to 4} per cent., and the big “ current ’’ margin opened up, most of the 
bills then held in portfolio had been bought at under 2 per cent. They had 
either to be run at a heavy loss, or re-sold at a heavy loss. At least a month 
must have elapsed before profits from new business, even given the extra- 
ordinary margins, sufficed to balance the losses on old business. Since then 
the profitability of bill business has been fully restored—and probably, indeed, 
notably improved, despite the decline in portfolios and despite the rise in 
money costs. But before it can provide anything at all for the replenishment 
of the strained inner reserves it has to meet the running loss on bonds. The 
coupon rates on these range from 3 per cent. down to 2 per cent., with the 
average probably not much better than mid-way. This is a drain that the 
market cannot escape by any means until monetary conditions change and 
borrowing costs fall—or until the bonds mature. In the meantime it has to 
carry them, and can only hope that there will be no further rise in Bank rate 
while its position is thus vulnerable. For the smaller houses, this is obviously 
a period of real anxiety—especially as there has been a further fall in bond 
values since the date of most of their accounts. The margin from bills has 
to provide first for the outgoing on bonds and then for running expenses; if 
it also covers maintenance of the dividends at the higher levels lately estab- 
lished and yet leaves a surplus for inner purposes, the market can count itself 
fortunate. The real question is whether monetary conditions will permit the 
re-building process to go on long enough to safeguard the inner position before 


it next has to take the strain. 
W.T.C.K. 





British Banks in Town and Country 


An Artist’s Sketchbook 
By Geoffrey S. Fletcher 


HE great Harley-Cavendish estate, which was developed from 1717 
onwards in what were then the open fields of Marylebone, is an interesting 
example of eighteenth century estate development. Planned as a resi- 
dential unit, it had its square, church and market; the market was demolished 
in 1880, but the church by James Gibbs has survived—it is now known as 
St. Peter’s, Vere Street. Gibbs supervised the architectural details, but other 
architects worked for their various clients; and the central feature of the 
estate was to be Cavendish Square. This plan was never carried out in its 
entirety, mainly on account of the fact that most of the great Tory aristocrats 
who attempted to build were less interested in their town than their country 
estates. 
The building that now houses Coutts & Co. dates from about 1740. It 
was designed to form part of the west wing of a great mansion that the Duke 
of Chandos planned to build on the whole of the north side of the square; 
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Specially drawn for THE BANKER by Geoffrey S. Fletcher 
Coutts & Co., Cavendish Square, London | 


but having completed two wings (one is now demolished) designed by 
Edward Shepherd, who gave his name to Shepherd's Market, the Duke tired 
of the whole project and the spaces in between were filled later in the century 
by an imposing block that still remains in use to-day as a convent. A notable 
recent addition has been a Madonna and Child by Epstein. 

The Coutts building was originally the residence of Princess Amelia, 
a daughter of George II. In the course of time it passed into the family of 
Viscount Beresford. It was acquired by Coutts in 1927. No alterations 
were made to the upper part of the exterior of the building, and the modifica- 
tions to the interior succeeded in creating working conditions eminently suitable 
for a distinguished banking business. 
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N orway’s New Economic Policy 
By -e £ Layton 


era in Norway's economic development. The past decade has con- 

stituted the period of most rapid economic growth in Norwegian history. 
For ten years Norway's Socialist Governments have pursued policies of full- 
employment and economic expansion with single-minded zeal. Sheltered by 
inconvertibility and enjoying the credit facilities of the European Payments 
Union, the authorities have indulged in heavy state investment and—until 
very recently—adhered tenaciously to cheap money. But to-day the era of 
unbroken expansion is over. The prospect of the convertibility of the leading 
E.P.U. currencies, and of the drying-up of the special credits that have covered 
Norway's balance of payments deficits since the war, has forced the Nor- 
wegian Government to reconsider the fundamentals of policy and to take 
steps to secure balance in the economy internally. 

Last February, accordingly, the discount rate, doggedly held at 24 per 
cent. for nine years, was raised to 34 per cent. This was, moreover, only the 
most conspicuous of a number of groping moves made by the Government 
towards a new policy of restraint and flexibility. The new measures have 
not as yet succeeded in restoring equilibrium to Norway’s external accounts; 
but, despite their incomplete and half-hearted nature, they do signify an 
important modification of official policy.* 

The achievements of the last ten years have been the reward of a remark- 
able effort of national thrift. Throughout the post-war period, investment 
in Norway has reached a rate that is probably the highest in Western Europe. 
The official Norwegian estimates—which are admittedly compiled on a more 
generous basis than that adopted in Britain and most other countries—put 
mvestment in 1947-52 at an average of well over 30 per cent. of national 
product, and at some 35 per cent. of gross national product in 1953 and 1954. 

This investment drive has virtually transformed the Norwegian economy. 
Poor in agriculture, and with little industry outside the traditional paper and 
pulp mills, the pre-war Norwegian economy rested precariously on a number 
of primary products—fish, minerals and forest products. The heavy invest 
ment of the past decade has done far more than merely replace war losses 
(which amounted to around one-fifth of national capital). The merchant 
fleet is now over 7 million gross tons, more than 2 million tons larger than 
the fleet in 1938. New hydro-electric projects raised total power production 
to 21,370 million k.w.h. in 1954, more than double pre-war output. And 
new power-consuming industries—electro-chemicals, aluminium and now the 


Tas royal visit to Norway last month came at the end of a remarkable 








* It is interesting to compare the swing towards monetary orthodoxy in Norway with the 
earlier move taken in Sweden. The Norwegian authorities have not been guilty of the 
pludgeoning tactics with which the Swedish Government ushered in its new policy, but on the 
other hand they have as yet been more reluctant to accept the full rigours of more flexible 
money. See ‘‘ Sweden’s Money Muddle ”’ in the January issue of THE BANKER and * Sweden 
Takes the Plunge ’’, published last month.—Ep. 
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fabulous steel plant at Mo i Rana, a few miles south of the Arctic Circle— 
have made important contributions to the national product and brought 
new jobs and prosperity to the wilderness of northern Norway. The volume 
of industrial production as a whole in 1954 was 85 per cent. higher than in 
1939, whilst the total national product was up by 56 per cent. Real con- 
sumption per head was up by 30 per cent. The expansion of Norway's 
economy has been considerably greater than that achieved by Western 
Europe as a whole. 

The pressure of the extraordinarily high pace of investment has, however, 
subjected the economy to continuous strain throughout most of the last ten 
vears. The ensuing weakness has been most marked in the exchange reserves 
and in the level of prices. Between 1945 and 1951 the rise in prices was not, 
perhaps, exceptional; wholesale prices rose by 46 per cent., and the cost-of- 
living index by 26 per cent. But the course of prices since 1952 bears 
emphatic witness to the inflationary pressure that still obtains in Norway. 


FINANCING NORWAY’S PAYMENTS DEFICIT 


(kroner millions; {1 = 20 kroner) 
1949 1950 IQ5I 1952 1953 19054 
Imports (c.1.f.) - - “7 4,221 4,846 6,266 6,239 6,514 7,276 
of which: Ships .. a i 836 836 gol 654 886 1,263 
Machinery os ‘2 477 500 580 740 892 987 
Transport equipment 86 104 256 300 287 306 
Exports (f.o.b.) . ‘% , 2,137 2,789 4,428 4,039 3,632 4,163 
Balance of visible trade .. 2,084 —2,057 —1,835 —2,200 —2,882 3,113 
Net shipping earnings - iis 985 1,289 2,252 2,418 1,890 1,089+ 
Other current payments (net) - 140 99 —- 243 — 2094 —- 52 28oF 
Balance on current payments. . 1,245 - 867 171 —- 76 -1,039 1,144+ 
Financed by: 
Net foreign aid .. 2a - 630 1,037 372 S5 79 bo 
Net E.P.U. credits : ea -—- - 13 45 445 288 
Net long-term commercial loans 311 335 — I41 - 175 650 727 
Other capital movements* - 364 - 351 215 33 193 347 
Change 1n official gold and exchange 
reserves. . me Figs aye + HO + 154 + 200 ; I = 55 ei 35 
* Including errors and omissions. + Estimate, 


Whilst the index of import prices (excluding ships) rose by only one point 
to 136 in 1952, and dropped back to 129 in 1953 and 126 in 1954, retail prices 
still rose—moderately but continuously. The cost-of-living index averaged 
122 InN 1951, 133 in 1952, 135 In 1953, and 145 in 1954. 

The Norwegian Government has also been plagued, as is clear from the 
accompanying table, by chronic payments difficulties. Norway, like Britain, 
is greatly dependent on foreign trade. Many of the ships with which it 
equips its merchant navy and most of the capital equipment for its new 
industries must be imported. Norwegian exports have expanded steadily, 
but imports have kept pace; and the payments accounts have continued to 
be balanced by special credits. There have been a number of periods during 
the past century in which Norway has financed industrial expansion by imports 
of capital; but in the post-war period the flow of capital on private account 
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has been slight, whilst shipping earnings have risen much less rapidly 
than imports. The gap in Norway’s payments accounts in recent years was 
bridged first by the generous flow of United States aid; then in 1951-52 the 
world boom in primary commodities and in freight rates brought in excep- 
tionally large current earnings; and finally in 1953 and 1954 the growing 
deficit has been in part financed by credits from the E.P.U. 

To-day all these exceptional props to the payments balance threaten to 
disappear. Aid has been reduced to a trickle; and the available E.P.U. 
credits may soon be exhausted. By the end of May Norway could count on 
only a further Kr. 160 millions under existing quotas; whilst a general move 
towards convertibility may mean the end of the Union altogether. Then 
the repayment of old debts would make the E.P.U. account a net liability, 
which would be mitigated little by assistance on the temporary terms expected 
to be granted by the proposed European Fund. During the last two years 
the Norwegian Government has therefore been anxious to secure further 
foreign loans. Shipbuilders abroad granted some useful credits (included in 

‘/ the table under “ long-term commercial loans *’); but when, early in 1954, the 
Government approached the World Bank, the bank showed some reluctance 
to lend to a country whose over-ambitious economic policies gave no promise 
of future solvency. More and more clearly it has become evident in the last 
two years that Norway’s rate of expansion is beyond its means. 

The first moves of official restraint were made early in 1954. Licensing 
of private and civic building was tightened up. The Bank of Norway was 
empowered to scrutinize all future issues of bearer shares; the Government 
promised to reduce its supply of new funds to the state banks, which finance 
much key development of electric power and housing; ‘it was given powers to 
impose on the commercial banks a new minimum liquidity ratio of Io per 
cent.; and it made some cuts in quotas for non-liberalized imports. Together, 
the Government hoped, these measures would reduce the payments deficit 
(amounting to over £50 millions in 1953) and bring about a balance by 1957. 
It was hoped that the new restrictive measures would cut down imports of 
machinery and transport equipment, though a large expansion of imports of 
ships already ordered could not be avoided. 

In the event, however, the Government’s measures proved hopelessly 
inadequate and its estimates wide of the mark. The pace of new house- 
building last year was checked by the tighter licensing control; but gross 
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fixed investment as a whole rose by 6} per cent., and imports of machinery 
and vehicles by Kr. 174 millions, or 14.8 per cent. At the same time new 
import commitments were being piled up for the future. The Government 
had been counting on a fall in ship imports after 1955, but the rise in freight 
rates sent shipowners hastening off to foreign yards, and by the end of the 
vear 24 million tons were on order. 

The fact was that, despite its virtuous intentions, the Government’s own 
policy remained basically expansive. Though a slight curb was placed on the 
state banks (whose loans are backed largely by funds raised by the Govern- 
ment on Treasury bills) their loans still rose by Kr. 578 millions. The 
Treasury's own current account with the Bank of Norway ran a deficit of 
Kr. 337 millions. The law imposing minimum levels of bank liquidity did 
not come into force until February of this year, and even then the banks 
were quite unaffected by it—their liquid balances were equivalent to around 
25 per cent. of current deposits at the end of 1954. Advances rose last year 
by Kr. 669 millions to Kr. 8,165 millions; the banks could always replenish 
their liquidity by rediscounting with the central bank when necessary, at the 
low rate of 24 per cent. 

The expansion of demand was accordingly sustained through 1954. 
Despite booming exports, the current payments deficit grew to Kr. 1,144 
millions, and the gold and foreign exchange reserves of the Bank of Norway 
and private institutions dropped by some Kr. 80 millions. 

By the beginning of this year, Norway’s economic position had become 
critical. Even without taking account of the E.P.U. debt of Kr. 673 millions, 
net foreign assets of all institutions amounted to only Kr. 848 millions. That 
was enough to cover no more than about six weeks’ imports. With these 
minute reserves it was clear that Norway might be left isolated in a primitive 
bilateralism, while the rest of Europe moved toward convertibility. No 
appreciable relief was available from a tightening of import restrictions on 
consumer goods; although Norway adhered to the minimum degree of 
liberalization agreed by the O.E.E.C., quota restrictions on fruits, cars and 
many household goods were already more severe than in other West 
European countries. 

Even within the dominant Socialist Party there was a growing awareness 
that a profound modification of the aims and methods of economic policy was 
necessary, and after a Cabinet reshuffle early this year, a new Government, 
led by Mr. Gerhardsen, put forward a series of sweeping measures. The most 
dramatic was the increase in the discount rate; but no less important has been 
the Government’s resolute policy in the bond market. Its previous concern 
to minimize interest on the national debt has fallen into the background; and 
a number of new loans have been floated at above the prevailing rates in the 
market. These have been successful in reducing liquidity. A state loan, 
issued in March at 4 per cent., absorbed Kr. 400 millions; a lottery loan 
vielding an effective tax-free interest of 34 per cent. has since drained off a 
further Kr. 75 millions, and a state-backed loan for the new steel works 
another Kr. 60 millions. Small savers as well as institutions were attracted 
by the lottery loan; at the same time the take-up of the loans produced a 
marked drop in bank liquidity. The increase in interest rates has been sharp; 


the yield on long-term government bonds in May was around 4} per cent.— 


more than 1 per cent. higher than in October, 1954. 
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The Government’s own budgetary policy has also undergone a welcome 
change. In the year 1955-56 the central Government plans to balance from 
revenue not only its current but also its capital outlays. Taxes of 10 per 
cent. have been imposed on new orders for ships and on car purchases. The 
new Government is resolved to correct the external unbalance through internal 
measures. Though licensing of restricted goods has been tightened, Govern- 
ment spokesmen have reiterated their intention to stand by Norway’s obli- 
gation to O.E.E.C. to maintain the 75 per cent. level of liberalization. 

The Government’s bold policy has already received tangible rewards. 
The World Bank has at length sanctioned a loan of $25 millions and private 
banks in the United States have put up a further $15 millions. Loans in 
Holland and Switzerland have raised the equivalent of a further $15 millions. 
If internal measures fulfilled expectations, these loans would probably prevent 
a further drain on reserves this year. But so far the Government’s measures 
have had little effect on the economy. Prices have been kept steady, but in 
the first quarter of this year, despite an improvement in the terms of trade, 
the payments deficit reached the record level of Kr. 390 millions, more than 
half as large again as the deficit incurred in the same period last year. The 
trade deficit in the first four months grew from Kr. 939 millions to Kr. 1,122 
millions. The rise in bank credits was checked in April, but in the first four 
months of 1955 as a whole the expansion was 7 per cent. more than a year 
before. The Opposition has charged that the Government’s measures are 
both too little and many months or even years too late. 

The Government's timing is not easy to defend. Many of the measures 
can have no tangible effect in the near future. The tax on shipping orders, 
for instance, will have little effect on payments before next year; and_the 
central Government’s new budget did not take effect until this month.) The 
whole restrictive programme has indeed most of the weaknesses of emergency 
measures unwillingly taken by a Government that has already drifted into a 
crisis. Delay has itself weakened confidence; the payments accounts are, 
for example, now so manifestly critical that some importers appear to have 
been ordering heavily as a hedge against further import restrictions. 

Unfortunately, there are growing doubts whether the measures will be 
fully effective even after the initial time-lag. The increase in the discount 
rate had, in practice, less effect than in, say, Sweden. Most other com- 
mercial interest rates had already been raised by agreement with the central 
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bank; whilst the Government took care to ensure that the old low rate was 
maintained on the key housing loans. Nor have the banks yet felt much 
pressure from the discount rate—partly because they do not maintain firm 
minimum liquidity ratios. The restraining effect of the rise in money rates 
has in fact stemmed as much from the growing anxiety of the business com- 
munity as from the actual measures taken by the Government. 

Budgetary policy, too, may have a less powerful deflationary effect than 
had been hoped. The Storting has already added a number of additional 
charges—an increase in pensions, for instance—to the original estimates; and 
local governments, whose budgets amount in all to some Kr. 3,000 millions, 
may find it difficult to follow the central Government’s appeal for financial 
restraint. Above all, though the state banks’ lending activities have been 
further reduced, these prolific sources of credit will still be permitted to lend 
Kr. 543 millions this year; some of this will actually be financed from the 
new loans. 

Some of the weaknesses in the private sector may be partially rectified by 
measures already under consideration for improving the mechanism of 
financial control. These include an increase in the statutory minimum ratio 
of bank liquidity ; and some widening of the scope of the central bank’s market 
operations. Further, private individuals may be permitted to enter the 
market for Treasury bills—a step that would tend to narrow the banks’ supply 
of liquid funds. Technical changes in the market mechanism, however, can 
be instrumental only if they work in conjunction with a vigorous and _ per- 
ceptive Government policy. This is particularly true in Norway, where bank 
interest rates are affected as much by official instructions and agreements as 
by considerations of profitability; and where the Government has such a 
powerful influence on demand, through both its own investments and the 
low-interest credits supplied by the state banks. 





NEED FOR MORE FUNDAMENTAL CHANGES ? 

There is a strong body of opinion, indeed, that holds that even if present 
measures do succeed in squeezing Norway past its current difficulties, true 
equilibrium can be achieved only by a more radical shift away from the 
planned economy of the post-war years. These critics have long held that 
the drive to maximize investment was economically wasteful, pointing out 
that artificial stimuli such as the low cost of power resulted in the uneconomic 
use of limited resources. This line of argument is supported by the rather 
poor rate of increase in the total national product in the last three years— 
an average rise of a mere 2% per cent. a year. It is maintained that a 
relatively poor country such as Norway needs not a low but a relatively high 
rate of interest, to encourage saving and foster a more discriminating choice 
of new investments. 

But these hopes of a fundamental change in political attitude seem likely 
to be disappointed. ) Though Norway’s Government has been forced by 
external difficulties to‘take up the money weapon, both the Government and 
the central bank handle it with distaste. For some time, it seems, adminis- 
trative controls and pressures rather than profitability will remain the arbiters 
of new investment. Norway has abandoned cheap money for the time being 
—but not the underlying philosophy of the controlled economy. 
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India’s New State Bank 


By a Special Correspondent 


the hand of the Indian Government and becomes the State Bank of India.* 

The significance of this acquisition—the terms of which were reported in 
an editorial note in THE BANKER last month—is reflected by the fact that 
the Imperial Bank was the custodian of very nearly one-quarter of all bank 
deposits in India. At the end of 1953, the latest date for which compre- 
hensive figures are available, total deposits of 240 Indian and foreign banks 
operating in the country amounted to Rs. 875.40 crores; of these, the deposits 
of the Imperial Bank accounted for Rs. 207.20 crores. The share of the 
Imperial in the total of all banking accounts in India was probably still greater, 
as its 400 branches gave it representation in many parts of the country in 
which no other joint-stock bank maintains an office. The Imperial has indeed 
for many years been under pressure to extend its activities, and the last 
annual report of the Reserve Bank of India speaks approvingly of branch 
expansion schemes under which twenty-six new branches were opened by the 
Imperial in the two years to mid-1953, and of a subsequent three-year pro- 
gramme in which the Imperial Bank, in consultation with the Reserve Bank, 
agreed to open a further eighty branches. The Reserve Bank contracted to 
pay the Imperial Bank commission on Government business at these branches 
at an enhanced rate. If the relationship between the two banks was not 
always entirely cordial, it had at least been hammered into a working 
association. 

Now, in contrast, India’s banking system has been unified to a degree 
rarely matched in Western countries. The control of the largest commercial 
banking organization in the country passes into public ownership. The 
‘Reserve Bank of India has been allotted the whole of the initial capital of 
‘Rs. 5,62,50,000 that has been issued in lieu of shares of the Imperial Bank 
of India—although shareholders of the Imperial Bank have been given the 
option of taking part of their compensation in shares of the new State Bank. 
The authorized capital of the State Bank has been fixed at Rs. 20 crores, 
2 million shares in units of Rs. 100 each. 

The demise of the Imperial Bank is neither symbolic of the killing of the 
fatted calf nor a wanton act of nationalization designed to appease the 


Fries the beginning of this month the Imperial Bank of India passes into 








*But from information received from India as this article goes to press, it is now known that 
the State Bank of India Act has already had to be amended by ordinance because those who 
framed the Act overlooked the fact that the assets of the Imperial Bank in its 13 overseas branches 
in foreign countries could not, for administrative and legal reasons, all be fully transferred to the 
State Bank by midnight on June 30, which was the moment fixed for the official demise of the 
Imperial. The legal identity of the Imperial Bank is, therefore, being kept alive, so far as its 13 
‘overseas branches are concerned, by an ordinance until such time as assets in foreign countries 
have been fully transferred to the State Bank. Critics of nationalization in India say that this 
situation might well have been foreseen and the State Bank Act drafted accordingly. Instead, 
the Act has had to be amended before it has come into force, and the failure to anticipate the 
‘situation 1n the overseas branches is evidence of bureaucratic bungling that does not augur well 
for the nationalized institution. 
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extreme Left wing of the Congress Party. The demand for state ownership 
and control of the Imperial Bank of India has been voiced ever since the 
formation of the bank itself in 1921. The intention of the Indian Government 
to carry through the act of nationalization was made plain by independent 
India’s first Finance Minister, the late Mr. Shanmukham Chetty, as long ago 
as 1948. And any remaining doubts on the part of the Government appear 
to have been scotched by the findings of the official inquiry into rural credit 
facilities, begun in 1951. 

The findings of that inquiry did indeed appear disturbing. The com- 
mercial banks were proclaimed to be “ utterly negligible ’’ as direct financiers 
of agriculture; though indirectly, of course, much of the finance furnished to 
traders and middlemen by the commercial banks does percolate through in 
some form or another to the cultivator. But it was found that these insti- 
tutions, “‘ including the Imperial Bank of India ’’, are largely concentrated in 
the monetized and commercialized regions of the country, so that credit is 
both difficult and costly to obtain in the less developed areas. The inquiry 
committee estimated that for 94 per cent. of his credit requirements the 
cultivator has to depend on private agencies—consisting for the most part of the 
moneylender, the trader and the landlord, the first two providing about three- 
quarters of total borrowings. ‘“‘ The moneylender takes no account of purpose 
and charges as high a rate of interest as he can; the trader lends on advances 
for production, but pays as low a price as he can’. The co-operative move- 
ment was deemed to have failed. As a result, the country’s financial 
mechanism has a predominantly urban bias which, if India is to raise its 
standard of living, must be corrected by a vast extension of rural banking and 
credit. So ran the argument. | 

Specifically, the inquiry committee recommended the creation of a State 
Bank of India “ by the statutory amalgamation of the Imperial Bank of 
India and other States-associated banks, namely, the State Bank of Saurashtra, 
the Bank of Patiala, the Bank of Bikaner, the Bank of Jaipur, the Bank of 
Rajasthan, the Bank of Indore, the Bank of Baroda, the Bank of Mysore, 
the Hyderabad State Bank and the Travancore Bank, together with a few 
minor banks’. The share capital of the new institution and any additional 
shares, non-transferable and carrying a restricted dividend, should be allotted 
to the Government of India and the Reserve Bank, whose interest in the new 
concern should be such that together they would always hold a majority of 
the capital and the voting power. It is as the first and most important part 
of this scheme that the Imperial Bank of India has become the head and 
front of the new State Bank. 


CRUX OF RURAL CREDIT PROBLEM 


The establishment of the State Bank was thus based on the belief that 
[ndian banking, partly because of its historical development and inherited 
attitudes, does no more than scratch the surface of the problems of rural 
finance. The report of the inquiry concluded that this was because the 
banks inevitably find that the rural economy does not offer good business 
propositions. That may well be so; but the question remains whether a 
solution will be brought nearer merely by taking over the Imperial and a 
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dozen smaller joint stock banks, lumping them together and calling them by 
another name. Inherited attitudes apart, is it to be presumed that what has 
not been a good business proposition for privately owned urban financial 
institutions will automatically become a prudent field of investment for the 
same institutions functioning under state ownership and management ? It 
may well be that a state-owned bank will be content with a smaller margin 
of profit and security on loans to agriculture; but the crux of the problem 
has always been on quite another plane—the credit-worthiness of the borrower. 
The Indian moneylender, who borrows cheap from the banks and lends dear 
to the ryot, does indeed charge roughly what the traffic will stand; but if his 
methods are sometimes questionable his costs of collection are enormous, and 
much of his business is in the form of unsecured loans. These are problems 
that demand direct attention from any policy designed to reduce the cost of 
rural credit. The much heralded aims of present policy—to bring the agri- 
culturist nearer to the main stream of bank finance, revivify the co-operative 
banking institutions and eliminate (or at least reduce) the long chain of 
middlemen—are, by themselves, not enough. 

The key problems of rural finance in India centre in the settlement of 
existing debt, the discouragement of unproductive borrowing, the creation of 
new resources and their better distribution. It must be a matter of some 
doubt whether the acquisition of a group of banks whose prosperity has 
hitherto rested upon a close connection with urban trade and industry can 
make any decisive contribution to the solution of these purely agrarian 
problems. Certainly it does not appear to have been necessary, for this 
purpose alone, for the Government to acquire the country’s largest joint-stock 
bank and to take powers enabling it to sweep into the maw of the new State 
Bank a dozen smaller (but at the local level equally important) private banking 
institutions. 


DIFFICULTIES OF ADAPTATION 

The precise character and orientation of the new bank is still uncertain. 
The State Bank of India Act provides that, whilst the Government of India and 
the Reserve Bank will always be in effective ownership and direction of the 
new bank, a minority of private ownership will be welcome. The Act also 
stipulates that the affairs of the State Bank shall be conducted in accordance 
with the canons of sound banking and finance, and that there shall be no 
undue interference in its day-to-day affairs. Obviously much will turn upon 
personalities; and the announcement that Dr. John Matthai, a former Finance 
Minister and a director of the Tata organization, is to be the first chairman 
of the new bank is a welcome assurance of its independence of judgment. 
Nonetheless, the State Bank of India will be what its name implies—a state- 
owned and controlled institution and as much a part of the machinery of 
government as the nationalized railways or the state air-lines. 

A change of this character eannot but have some effect upon the personal 
relations that obtain between the new bank and the former customers of its 
component parts. To say that all that has happened to the Imperial Bank 
is an alteration in its name and shareholders would be grossly misleading, 
and spokesmen of the Government of India would certainly repudiate any 
idea that the acquisition implies nothing more than a change in ownership 
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and designation. The country’s largest banking institution will henceforth 
be required primarily to reinforce ambitious social and economic policies 
framed in New Delhi rather than to respond to the current needs of trade 
—though that is not to say that these will be neglected. 


How far is this new orientation of policy compatible with the pattern of 
the Imperial Bank’s traditional business and with its roots in the past ? 
The politicians doubtless see no great difficulty in adapting the machinery of 
the bank to the new tasks; experienced practical bankers may, however, take 
a different view. One of the main reasons why the Imperial Bank failed to 
develop into a central banking institution (within the accepted modern 
definition) was that it was found impossible to combine the large commercial 
business that it took over from the old Presidency banks with the role of 
central bank. It may be argued that in the 1920s the Government of the 
day was not very strong in its resolve to establish a central bank in India. 
But it may in fact be the case that the difficulties that emerged thirty years 
ago are still present, and that the predominantly commercial affiliations of 
the Imperial Bank are no more adaptable to the provision of long-term agri- 
cultural finance than they were to central banking. It is certainly questionable 
whether, despite the immense resources it has inherited, the State Bank can 
furnish working finance for both agriculture and industry on the enhanced 
scale that seems to be implicit in India’s second five-year plan. The inference 
is that in trying to do both it may fail to do either. The need for bold and 
imaginative measures is undisputed; but some observers certainly have doubts 
whether the Government’s present incursion into banking is as soundly con- 
ceived as its authors imagine. 


The take-over of the Imperial Bank necessarily raises the question of its 
future activities outside India. The bank’s network of branches spills over 
into Pakistan, Burma and Ceylon. In theory there is no reason why its 
overseas operations should not continue as heretofore;* the Bank of China, 
which is a state bank, does a flourishing business through its offices in India. 
Nonetheless, South Asia is going through a phase of strong economic 
nationalism and, in the somewhat tense atmosphere prevailing between India 
on the one hand and Pakistan and Ceylon on the other, the fact that the 
State Bank of India is a Government-owned institution must, in certain 
respects, prejudice its trading position in neighbouring countries. The greater 
part of the Imperial Bank’s overseas business is merely a legacy from the 
years before the partition of 1947 and the separation of Burma in 1935. 
The Imperial Bank simply continued to operate branch offices in these 
countries: there was little planned expansion abroad. It will be interesting 
to see whether the State Bank will be able to command the continuing con- 
fidence of business communities in these countries. The same test, indeed, 
will apply in India itself, where the success of the State Bank will largely rest 
upon its ability to hold the business and goodwill of the commercial and 
industrial interests that the Imperial Bank served so well for more than three 
decades. 





_ ™ But, as the footnote on page 48 records, legal and administrative difficulties are already 
impeding the take-over of the overseas assets. 
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Taxation of Non-Residents* 
By George W hillans 


MONG the more complicated of the taxation problems that frequently 

confront a banker in his capacity of financial adviser are those raised by 

non-residents. Foreigners visiting Britain or temporarily living here, 
emigrants from Britain who retain property here, or Britons abrcad who 
contemplate returning home—these and many other categories of persons 
who have or may have non-resident status for the purpose of taxation 
constantly need guidance about the nature and extent of their liability to 
United Kingdom income tax. The purpose of this article is to summarize 
the main principles involved in a number of cases of the kinds that most 
commonly arise, for the benefit both of those who may be called upon to 
give advice and of the non-residents themselves. 

The method of approach to the several problems, it should be noted at 
the outset, must be by analysing the facts along certain clearly defined lines. 
The treatment of each case is governed by the facts of that particular case, 
so that it is dangerous to attempt to apply a ruling given in one case to some 
other case in which the facts seem to be almost similar. Even a very slight 
difference of fact may produce an entirely different result. 

Two broad sets of facts have to be examined in each case—first, the facts 
relevant to the residence status of the person concerned and, secondly, the 
nature of his income according to the sources from which it is derived. The 
principles involved under these two heads are here considered in turn before 
showing how the liability to tax is determined in particular cases. 





RESIDENCE STATUS 

With one small exception, the question of domicil does not affect the 
taxation position. For present purposes, therefore, no detailed examination 
of the rules governing a person’s domicil is needed; it is sufficient to note that 
a person is domiciled in that country in which, according to English law, he 
has his permanent home. 

The problem of residence status raises two distinct questions—first, 
whether the person concerned is to be treated as a resident for the particular 
tax year, and, secondly, whether or not he is also ordinarily resident in the 
United Kingdom, that is, whether he is resident here year by year. Before 
considering the determining rules, it should be emphasized that residence 
status for taxation purposes is quite distinct from any designation given for 
Exchange Control, or any other, purposes. It should be remarked, too, that 
the fact that a person is taxable as a resident of another country does not 
mean that he is automatically regarded as a non-resident of the United 
Kingdom; he can be taxable as a resident of more than one country. 

To determine whether a person was resident in the United Kingdom for 





* This article was written before the recent report of the Royal Commission, but the Com- 
mission recommends little change in the system of taxation of non-resident individuals (as dis- 
tinct from companies—see page 23). The only relevant recommendations are that the maintain- 
ing of a place of abode should cease to be a deciding factor in determining residence status and 
that the rules for determining ordinary residence status should be put on a precise time basis. 
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any particular tax year the first test is whether he was present in the country 
at any time during that year. If he was abroad for the whole of it he is 
regarded as not resident for that year, even though he may live here normally. 
But if he was present at any time during the year, his status will depend 
upon certain tests. The first is whether a place of abode was maintained in the 
United Kingdom. The point at issue is not whether the property was owned 
or rented, or even whether the person spent any of his time there. The test 
is whether there was a place of abode available to which he could resort on 
the occasion of any visit if he should choose to do so. If such a residence 
exists the person will be regarded as resident for any tax year in which he 
sets foot in this country. The length of stay is immaterial and a visit of one 
day will be enough. 

If a person has no such abode, the test is the frequency and duration of 
his visits to the United Kingdom and, in some cases, their purpose. <A person 
who spends more than six months here in any one tax year will be treated 
as resident for that year. Alternatively, if the visits over a four-year period 
exceed an average of three months a year he is liable to be regarded as 
ordinarily resident here and will consequently be treated as a resident for 
any year in which he visits the country. It is also possible that a person 
who visits this country periodically may be regarded as resident by reason 
of the fact that his visits follow a definite pattern in the ordinary course of 
his life—for example, a person who comes here, say, once a month to attend 
board meetings might be classed as a resident (cf. Lysaght v. C.I.R., 1928). 

A person’s ordinary residence status is largely dependent on his residence 
status year by year; the expression “ ordinarily resident *’ may be defined 
as resident in the ordinary course of one’s life. Thus the “ ordinary residence ”’ 
status reflects, as it were, the long-term trend of the “ residence ’’ status 
year by year. 

CLASSIFICATION OF INCOME 

The second basic set of facts to be determined relates to the sources from 
which the income is derived. In this context four main groups have to be 
considered: (a) Income from foreign and colonial sources; (0) interest from 
U.K. Government stocks carrying tax-exemption rights; (c) items affected by 
double taxation agreements; and (d) income from U.K. sources. 

(a) Foreign and colonial income will consist of income earned outside the 
United Kingdom or investment income from sources abroad, or both; it should 
be noted that for this purpose dividends from companies will be deemed to 
arise in the country in which the company is controlled, irrespective of where 
it is registered. 

(b) U.K. stocks with tax-exemption rights: these are stocks to which the 
provisions of s. 195 of Income Tax Act, 1952, apply, viz.: 


24°, Defence Bonds 3% Savings Bonds 
3° Defence Bonds* 4°%, Victory Bonds 
4%, Funding Loan 34% War Stock 


3°, War Stock 
Interest is exempt from U.K. tax if the beneficial holder is not ordinarily 
resident in the United Kingdom. 
(c) Income affected by double taxation agreements, whereby certain classes of 





* Excluding fifth issue. 
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income arising in the country concerned are exempt from U.K. tax. The 
countries with which such agreements exist are listed in the table on page 56. 
These agreements all more or less follow the same pattern, but they are not 
identical; it is therefore essential to examine the terms of the particular 
agreement concerned to ascertain what income is exempted and what con- 
ditions, if any, are attached to the exemption. 

(d) Income from U.K. sources consists of income from any source within 
the United Kingdom, such as interest [unless exempt under (0) or (c) above}, 
dividends on shares in companies controlled in the United Kingdom, income 
from property, and so on. 


DETERMINATION OF LIABILITY 


To determine liability to tax it is necessary to examine the effect of resi- 
dence status on income from each of these groups. 

(a) If the person is not resident for any tax year, his foreign and colonial 
income is exempt; any U.K. tax paid upon it will be reclaimable in full. 
A person who is resident for any tax year will be liable to tax on either the 
amount of income arising abroad or else on the amount remitted to this 
country, according to the circumstances. If the income represents salary, 
pension, or business profits, the assessment will, in all cases, be based on the 
amounts remitted. Income from any other sources (that is, of course, all 
unearned income) will be assessed on the amount arising, except in the case 
of persons who, though resident, are either not domiciled or not ordinarily 
resident. In those cases the assessment will be based on the amounts remitted. 

(b) The taxation of the interest on U.K. Government stock carrying exemp- 
tion privileges depends entirely on the holder’s “ ordinary residence ”’ status; 
persons who are not ordinarily resident will be exempt even though they may 
fall to be regarded as resident for a particular year. Conversely, a person will 
be liable to tax on this interest if he is ordinarily resident here even though, 
by reason of absence abroad extending over a complete tax year, he might 
be treated as a non-resident for that year. 

(c) As explained above, the treatment of income affected by double tax 
agreements will depend on the terms of the particular agreement. 

(d) Income from U.K. sources is liable to U.K. tax irrespective of residence 
status. The only way in which any repayment of this tax can be obtained is 
through a claim under s. 227 of Income Tax Act, 1952, as explained below. 
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PERSONAL RELIEFS 


For any year in which a person is to be regarded as resident in the United 
Kingdom he will be entitled to the full reliefs: personal relief, child relief, and 
soon. Certain classes of non-residents may claim a proportion of these reliefs, 
by virtue of s. 227 of Income Tax Act, 1952. This proportion is the proportion 
that the non-resident’s income liable to U.K. tax bears to his total income. 
The main groups of persons who are able to make these claims are: British 
subjects and residents of the Channel Islands, Belgium, Burma, Denmark, 
Finland, France, Greece, the Netherlands, Norway, Sweden and Switzerland. 

Special considerations arise where husband and wife are geographically 
separated and one spouse is taxable as a resident but the other is not. 
Broadly, they may claim whichever treatment is the more favourable: either 
they can be regarded as two single persons, one resident and one not, or they 
can be treated as a married couple so that the claim to reliefs will depend on 


the husband’s residence status. 


DOUBLE TAXATION RELIEF 


Double taxation relief is claimable where any income is subject to taxation 
in the United Kingdom and in some other country as well. The form the 
relief will take depends on the circumstances and, in particular, whether or 
not there is a double taxation agreement with the other country concerned. 
This relief is too complicated to permit even summary examination here. 


ESTABLISHING PERMANENT RESIDENCE IN BRITAIN 


Special treatment is applied to individuals who, after living abroad for a 
number of years, come to the United Kingdom to live permanently, thus 
becoming both resident and ordinarily resident. Much of this treatment is 
concessionary, but the concessions are well established and invariably granted. 
As the nature of the income affects the method of assessment, it is necessary 
to examine the treatment accorded to broad categories of income; but first 
it is desirable to define ‘“‘ remitted’ income. This embraces amounts 
remitted to, paid in, or otherwise received in the United Kingdom from the 
source of overseas income under enquiry. Remittances of savings can still be 
remittances of income if the savings can be traced to a source of income that 
is still in existence, but the transfer of securities purchased overseas with those 
savings does not constitute a remittance (unless the securities are sold in this 
country). Lump sum payments by way of commutation of part of a pension 
right do not rank as remittances, nor, by concession, do balances from 
provident funds. 

Earned income arising abroad. Here the material considerations are the 
date the source of the income ceases and the date of arrival of its owner in the 
United Kingdom. If the source of income ceases before arrival, no assessment 
falls to be made, as there is no liability. If it continues after arrival but 
ceases before April 5 following, there will be a liability to tax on the smaller 
of (a) the amounts remitted during the tax year, and (b) the amount of income 
arising between the date of arrival and the date on which the source ceases. 
If the source of income continues beyond April 5 following the date of arrival 
but ceases in the following tax year, there will be a liability to tax for both 
years. For the year of arrival, tax will be assessed on the smaller of (a) the 
amount of income attributable to the period from the date of arrival to 
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April 5 following, and (6) the amount of remittances in either the year of 
arrival or the preceding tax year, whichever remittances are the greater. 
The liability for the next year, in which the source of income ceases, will be 
based on the amount of income arising between the date of arrival and the 
date of cessation, reduced by the amount that has been assessed for the 
preceding year (i.e. the year of arrival). If the amount to be assessed in this 
way exceeds the actual remittances made in the final tax year, the assessment 
will be reduced to the amounts remitted. 


Investment income arising abroad. The treatment here will depend on 
whether the income concerned is received in full or has been either paid or 


collected after deduction of U.K. tax. If the income has suffered tax, any 


income arising prior to the date of arrival will be exempt and any tax suffered 
will be reclaimable in full. The treatment of untaxed income, however, is a 
little more complex. If the recipient is not domiciled in the United Kingdom 
there will be no liability unless the income is remitted to the United Kingdom, 
in which case the liability will be determined in the manner already explained 
for earned income. 

If the recipient is domiciled in the United Kingdom and becomes resident 
and ordinarily resident here, the treatment will depend on whether the source 
of income ceases or continues. There will be no liability if it ceases before 
arrival, and if it ceases between the date of arrival and April 5 following, the 
liability will be based on the amount of income arising between the date of 
arrival and the date of cessation. 

Income from a continuing source will be assessed on a proportion of the 
income arising in the tax year preceding the year of arrival, this proportion 
being equivalent to whatever fraction of a full year is represented by the 
number of days from the date of arrival to the following April 5. If the 
source of income has been acquired only within, say, the last two years so that 
the preceding-year basis for assessments has not yet come into operation, the 
assessment will be based on a time proportion of the actual year’s income. 
The benefit of any tax exemption enjoyed on stocks governed by s. 195 of 
Income Tax Act, 1952 (already noted) is lost by the holder as from the date 
of arrival in the United Kingdom. 

It should be noted that a person becoming a United Kingdom resident is 
entitled in his first year of assessment to personal reliefs for a full year even 
though he has been living here for only part of the year and has not been 
regarded as resident for a full year for the purpose of raising assessments. 


DOUBLE TAXATION AGREEMENTS 


Aden Denmark Kenya Sarawak 
Antigua Dominica Malaya Seychelles 
Australia Falkland Is. Mauritius Sierra Leone 
Barbados Fiji Montserrat Singapore 
Basutoland Finland Netherlands South Africa 
Bechuanaland France New Zealand S. Rhodesia 
Belgium Gambia Nigeria Swaziland 
British Guiana Gilbert and Ellice Is. North Borneo Sweden 
British Honduras Gold Coast N. Rhodesia Switzerland 
British Solomon Is. Greece Norway Tanganyika 
Brunei Grenada Nyasaland Trinidad and Tobago 
Burma Guernsey St. Christopher Uganda 
Canada Israel and Nevis U.S.A. 
Ceylon Jamaica St. Lucia Virgin Is. 
Cyprus Jersey St. Vincent Zanzibar 
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American Review 


FFICIAL predictions that 1955 would see industrial activity at all-time 
() recor have been vindicated in the past few weeks. In May, industrial 
production rose for the ninth month in succession; and, with a rise of 
2 points to 138 (1947-49=100), the seasonally adjusted index of the Federal 
Reserve Board finally broke through the previous peak established in July, 1953. 
Earlier doubts about the possibility of an imminent setback have been swept 
away by the terms of the wage settlement in the motor industry, by the continued 
buoyancy of output in other key industries such as steel and construction, by 
new high levels for personal income and employment, and by the knowledge that 
the high level of business confidence was inspiring new peak levels of capital 
expenditures—which, according to an official survey in April and May, were 
expected to rise by g per cent. between the first and second quarters of 1955. 
That would constitute the largest quarterly rise since the last half of 1950. 
Virtually all the economic indicators now point to expansion. Business 
stocks rose in April for the third month in succession. Unemployment fell sharply 
in May from 2,962,000 to 2,489,000—that is, from 4.6 to 3.8 per cent. of the 
labour force, against 5.1 per cent. in May, 1954. In these booming conditions 
Wall Street has broken through to new heights, the Dow Jones average for 
industrial stocks reaching 442 in mid-June. The volume of trading has again 
amounted to well over three million shares a day. 


TOWARDS THE GUARANTEED WAGE 


The Ford-United Automobile Workers’ wage settlement undoubtedly made a 
large contribution to this new mood of buoyancy. The protracted negotiations, 
which revealed an apparently large gulf between union demands and possible 
company concessions, had brought nation-wide fears of a damaging shut-down in 
this key industry. Relief at the last-minute settlement was based on the assump- 
tion that it would buttress purchasing power and give a further stimulus to new 
programmes for modernizing factory equipment without imposing too sharp a 
burden on industry. The terms of the settlement did in fact fall far short of the 
grant of the “‘ guaranteed annual wage ’”’ for which the U.A.W. has campaigned 
insistently for more than two years. The fund to finance payments to laid-off 
workers has been fixed at $55 millions, to be reached over three years—against 
the union’s original demand for $130 millions. The fund is to be used to 
supplement state benefits for unemployment from the beginning of next year. 

The terms of the agreement are that in the first four weeks of unemployment 
the worker will receive total benefits of 65 per cent. of his normal net rate, net 
of taxes, and 60 per cent. of that rate for the twenty-two succeeding weeks. The 
benefits attaching to this agreement are illustrated by the fact that in New York 
State a married worker with one child would secure $36 weekly in state benefits, 
and this would then be made up by Ford to a minimum rate of $45. Un- 
employment benefits in most states are, moreover, generally lower than in New 
York—the average rate is about $25—so that in other districts the company’s 
provision will be much higher. The Ford Company insists that it has conceded 
no more than “ supplemental unemployment benefits’’, that it has declined 
responsibilities for more than six months and that it has set “a positively pre- 
dictable cost with a fixed and limited liability’ well within the limits that it set 
from the beginning of the negotiations. 

There is, however, no cause to question Mr. Reuther’s own statement for the 
U.A.W. that the plan provides “an historic first step’’ and that “this is the 
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first time that any industry has pioneered in trying to lay the foundation for 
fuller economic security against the hazards of unemployment and lay-offs ’’. 
The Ford settlement was quickly followed by agreement with General Motors, 
which has conceded broadly similar terms and a “ guarantee fund ”’ of fully $150 
millions; Chrysler and the other motor producers, which altogether employ 1.4 
million workers, are expected to follow suit in due course. Steel and some other 
large industries are protected from immediate concessions on this scale by the 
existence of running contracts, but there is no doubt that the motor settlement 
will spur demands for direct wage concessions and what are described as “ fringe ”’ 
benefits. The U.A.W. estimates that the Ford agreement will be worth 2o0c. an 
hour immediately it comes into force, with additional benefits over the three-year 
term. The cost to General Motors may be somewhat higher. 

While it is still too early to assess the impact of these wage demands on industry, 
it is clear that 1955 will mark a return to a pattern of advancing costs on a scale 
not experienced since the early post-war years. In 1950, hourly wage rates in manu- 
facturing industry rose by 9 per cent., in 1951-52 by 6 per cent., in 1953 by 34 per 
cent., and last year by not much more than 2 per cent.; productivity has been 
rising fairly sharply and manufacturing costs have been held reasonably steady. 
This year’s concessions, however, are not likely to be absorbed without price 


adjustments on a fairly wide scale. 


American Economic Indicators 
1955 





1952 1953 1954 
Feb. Mar. Apr. May 


Production and Business: 


Industrial production (1947-49 = 100) 124 134 125 133 135 136 138 
Gross private investment (billion $).. m2 25.4 2.1 — 53-3 -— — 
New plant and equipment (billion $).. 260.5 28.4 26.7 = 25.7 — --- 
Construction (million $) ee -- 2,751 2,938 3,131 3,451 3,442 3,408 3,512 
Business sales (billion $) + - 460.0 48.4 46.7 48.9 50.8 51.0 — 
Business stocks (billion $) .. » 6.7 3 BO $9.3 j%M3 477-9 -— 
Merchandise exports (million $) ‘~ 1,206 1,314 1,256 1,230 1,341 1,262 — 
Merchandise imports (million $) ee 893 906 851 850 ~=sar,o18 857 —- 
Employment and Wages: 
Non-farm employment (million) i 54-5* 55-6* 54.7 54-8 54-8 55.5 55-7 
Unemployment (000s) re -. 1,673* 1,602* 3,230 3,383 3,176 2,962 2,489 
Unemployment as % labour force .. ‘.7" 2.4° 5.0 5.3 5-0 4.6 3.8 
Hourly earnings (mfg.) ($) .. - 1.607 1.97 1.81 1.85 1.85 1.86 1.87 
Weekly earnings (mfg.) ($)  .. -- 67.97 71.69 71.86 74.74 75.11 74.77 76.11 
Prices: 


Moody commodity (1931 =100) — a a =} 399 404 395 397 


Farm products (1947-49 = 100) .. 107.0 97.0 95.6 93.1 Q2.I 94.2 91.3 
Industrial (1947-49= 100) “i .. 1113.2 114.0 114.5 115.6 115.6 115.7 115.5 
Consumers’ index (1947-49=100)  .. 113.5 114.4 1114.8 114.3 114.3 114.2 = 
Credit and Finance: 
Bank loans (billion $) .. - . 4.2 G&G me 73.4 24:3 72:4 —- 
Bank investments (billion $) .. 77.5 78.1 85.3 83.7 81.2 82.6 _— 
Bank loans (weekly) (billion $) 23.4 23.4 22.5 22.2 22.7 22.5 22.6 
Consumer credit (billion) 25.8 29.5 30.1 29.5 29.9 30.7 — 
Treasury bill rate (%) Be yj 1.93 0.95 1.18 1.34 1.62 1.49 
U.S. Govt. Bonds rate (°%) , 2.68 3.16 2.70 2.92 2.92 2.92 2.91 
Money supply (billion $) a -. 194.8 200.9 209.7 207.0 205.3 207.4 = 
Federal cash budget (+ or —) (mill. $) ~—1,641 -6,153 -—1,060 — +4,126 — a 


Notes.—Latest figures are preliminary or estimated. Yearly figures are given for private 
investment and equipment from 1952-54 and then quarterly figures at annual rates. Construc- 
tion figures show monthly averages 1952-54. Business sales and stocks, money supply, bank 
loans and consumer credit show amounts outstanding at the end of the period. Moody’s com- 
modity index shows high and low 1952-54, and end-month levels. Weekly bank loans are 
derived from partial returns only. Budget figures are cash totals 1952-54 and then quarterly. 

* Old basis. t Old series. 
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International Banking Review* 


Argentina 


ONE-YEAR trade agreement has been negotiated with the Soviet Union 
Ae: an exchange of goods to the value of U.S. $110 millions. The agree- 
ment is a renewal, with some modifications, of that concluded between the 
two countries in 1953. 
Australia 


The Federal Treasurer, Sir Arthur Fadden, disclosed that the annual con- 
ference of States Premiers would discuss the impact of the activities of hire- 
purchase finance houses on Government borrowing and on the deposit accounts 
of the trading banks. He explained that these activities were interfering with 
loan operations and diminishing the deposits of the trading banks. The regulation 
of hire-purchase finance in Australia is wholly a State responsibility. 


Austria 


The International Bank for Reconstruction and Development has approved a 
loan of $10 millions to Austria to help finance the Lunersee hydro-electric project. 
About two-thirds of the advance will be used to pay for foreign capital equipment. 
The loan is expected to be drawn mainly in European currencies. 


Brazil 


The investigation into Brazil’s finances conducted by Mr. A. Lederer, an 
American management consultant, has now been completed. Mr. Lederer has 
drawn up a six-point programme designed to strengthen Brazil’s economy and 
its economic relations with the United States. He recommends that (1) coffee 
prices should be freed, (2) customs regulations should be overhauled, (3) the 
short-term debt of $1,000 millions to the United States should be funded for 
repayment over a period of 15 years, (4) projects for financing by the World Bank 
now in cold storage should be turned over to the U.S. Export-Import Bank, 
(5) export of products other than coffee should be encouraged by a system of 
exchange incentives, and (6) that there should be close co-operation between 
Brazilian and American officials and business men. 

In collaboration with other Latin American coffee-producing states, Brazil is 
taking steps to set up a supra-national organization to be known as the Inter- 
national Coffee Bureau. The new body will form a stockpile of coffee from 
current output, to be available for use when consumption exceeds production. 
It is hoped thereby to avoid sharp fluctuations in world prices. 


Burma 


The Government is planning to stimulate the interest of foreign investors in 
Burma’s industrialization programme. It is expected to guarantee that no 
industry established by foreign firms shall be nationalized for a period of at least 
ten years and to make provision for the regular remittance of the earnings of 
foreign capital. Foreign investment would, however, be confined to industrial 
enterprises of a kind that would not enter into competition with businesses owned 
by local investors. 





* News of United States banking appears in ‘‘ American Review”’ (pages 57-58). Brief editorial 
discussion of particular items of international banking news appears in ‘‘ A Banker’s Diary’’ 
(pages I-6 in this issue). 
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Canada 


Exports have recovered sharply following the decline suffered in 1954. Sales 
to foreign countries in April totalled Can. $342 millions, the highest for three 
years; the total for the first four months of 1955 reached Can. $1,308 millions, an 
increase of Can. $144 millions over the comparable period of 1954. Imports in 
January-April at Can. $1,374 millions were Can. $99 millions higher than a 
year before. 


Ceylon 


The Government has made a cut of 50 per cent. in the export duty on tea; 
it has rescinded the export subsidies introduced in May in an attempt to maintain 
the flow of exports following the drop in the world price. 


Colombia 


The official decree revising the exchange structure to permit exporters of 
minor export products to dispose of the foreign exchange proceeds of their trans- 
actions on the free market stipulates that, in future, foreign capital may enter 
the country either at free or official rates of exchange. Profit remittances and 
capital repatriation must, however, be carried out through the channel used for 
the original import of the capital. 


Denmark 


A report prepared by the Government demonstrates the extent to which the 
Treasury has taken over the functions of private banking institutions in granting 
loans for commercial purposes. At March 31, 1954, some Kr. 1,300 millions of 
State loans for ordinary commercial purposes were outstanding. The principal 
recipients of these advances were farmers, electricity works, telephone companies, 
private railways and air and sea transport concerns. Before the war Government 
loans were made only to agriculture and totalled no more than Kr. 30 millions 
per annum. 

The external payments balance suffered a further sharp deterioration in May, 
after its modest improvement in the early spring. Drawings on reserves in May 
reached some Kr. 100 millions. Short-term debts in foreign currency now exceed 
liquid assets by some Kr. 200 millions. 


Egypt 
The Government has given permission for the reopening of the Alexandria 
cotton futures market in September. The Egyptian Cotton Department has 
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accordingly recommended a tightening up of control of exchange operations, 
including arbitrage between Alexandria and Liverpool. 

A contract valued at about {17 millions sterling for the erection of a steel 
plant and rolling mill in Egypt has been awarded to a German firm. The firm 
has agreed to accept shares in the new concern for 20 per cent. of the f.o.b. value 
of machinery and installations, on the understanding that arrangements will be 
made for it to dispose of these shares within a few years after the plant has 
started production. 

Egypt has renewed its request for a revision of the financial agreement with 
Britain to increase the annual release from its blocked sterling balances from 


{10 millions to £25 millions. 
Finland 

The Governor of the central bank, Mr. R. v. Fieandt, has stated that he has 
repeatedly pressed the Government and the credit institutions to follow, in the 
present boom, a strict credit policy to limit the growth of the money supply. 
He pointed out that during the first four months of 1955 the commercial banks 
increased their lendings by 7 per cent. He urged them to curtail new loans, 
strengthen their liquidity and to make less use of the re-discounting facilities at 
the central bank. 


France 


The National Assembly has approved the Government’s second modernization 
and re-equipment plan. The plan aims at an increase in national output of 
25 per cent. in the next three years, envisaging a rise of 20 per cent. in agricultural 
production, of 30 per cent. in industrial production, and a jump of 60 per cent. 
in house-building. The money needed to finance the scheme is estimated at 
approximately Frs. 6,500 billions; investment programmes of the central and 
provincial governments are expected to involve a further Frs. 3,000 billions. 
The extent to which the Government plans to raise the money through taxation, 
public loans or bank credit has not been indicated. 


Germany 


Restrictions on foreign industrial investment in the Federal Republic have 
been partially relaxed. In future, liberalized capital marks and certain other 
assets may be used for acquiring partnerships in any German firm and for the 
establishment of new companies or branches of foreign companies. Investment 
in any number of firms is permitted, but the amount devoted to each must not 
exceed DM. 500,000 in any one calendar year. 

The trade balance in April recorded a deficit for the first time for two years. 
Recent trends in Germany’s overseas trade are discussed in detail in an article 


on page 25. 
India 


The Government has permitted free dealing in all currencies except the pound 
sterling, the U.S. and Canadian dollars, and Pakistan rupees. Hitherto rates 
have been fixed by Indian banks in agreement with the central bank. The 
principal intention of the official concession, which does not alter the relationship 
between the Indian rupee and sterling in any way, is to give Indian banks 
wider experience in arbitrage to prepare the way for any possible extension of 
exchange freedom for a convertible pound. 

The tea export duty was halved at the end of May on account of difficulties 


in world markets. 
Sir John Mathai, a former Indian Finance Minister, has been appointed 
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chairman of the State Bank of India. The establishment of the new institution 


is discussed by a correspondent on page 48. 

The Government has taken powers to amend the Reserve Bank Act to enable 
the bank to assist in the reorganization of the co-operative banking structure 
and in enlarging the supply of rural credit. 











Indonesia 


The country’s balance of payments improved materially in 1954. The deficit 
on current and private capital account was reduced to the equivalent of $38 
millions, compared with $127 millions in 1953 and $313 millions in 1952. The 
gap was met mainly by drawings on reserves. 








Israel 


As an initial step towards the ultimate abolition of exchange control, the 
Israeli authorities have decreed that Israeli residents will in future be allowed to 
maintain foreign currency accounts with local banks, and will also be permitted 
to receive interest on such accounts in foreign currency. Depositors will not be 
permitted to withdraw their balances in foreign currency freely, but they will be 
able to convert them into Israeli currency at any time at the prevailing rate of 
exchange. The new regulations are intended to encourage those now holding 
money illegally abroad to repatriate it and to stimulate the transfer to Israel of 
any amounts that residents may draw in future in foreign currency from inheritances, 
charitable bequests and other receipts. 












Italy 


The International Bank for Reconstruction and Development has made a 
loan of $70 millions in various currencies for financing the development of Southern 
Italy and Sicily. further details are given in a note on page 4. 


Japan 
A protocol for the accession of Japan to the General Agreement on Tariffs 
and Trade has been opened for signature in Geneva. It will come into force— 
making Japan a full member of the Agreement—when it has been signed by two- 
thirds of the members of the organization. It is to remain open for signature 
until the end of 1955. 




















New Zealand 


The balance of payments accounts for the year to April 30 last show a shortfall 
of receipts against payments of £44 millions, compared with a surplus of {29 








FOR ALL YOUR COLLECTIONS IN ECUADOR 


BANCO DE DESCUENTO 


Founded in 1920 





GUAYAQUIL, ECUADOR E 
PAID-UP CAPITAL - = =  §/6.000.000.— A 
RESERVE FUNDS - - - -  §/22.500.000.— : 


Our Institution is quite prepared to render most ample banking facilities and services 
JUST THE BANK YOU NEED 











est Mey. me ee ORT OM Tee oe 
Pt RARE certs ek BUR S « ENE ee 





pT bln hn 


aot 
a5 
Edy, 
fe 2 
bg 
ew 
: 
: 





Teg , —_— . 
mt a pkey res P a . . 
Ba ei CS a RIE bid orgies a aan MMR heccimar ray nco . = - 
5) SOT MARA SL PANE CES Hee tee ee OO eMC SR NOE ie EE a eT Mame a EL as ae oF REM ARS ye oy 
+ z - ee uM Se he Boge cere AN, p; MPT OD 8 

# aig CRS A ete FEE DN SI Bs 


Mids & Maa as. bags. 
oi eee a eee ae 
S $e ay 





INTERNATIONAL BANKING REVIEW 63 





millions in the previous twelve months. The deterioration was due mainly to a 
jump of £55 millions in expenditure on private imports. Another big factor was 
a drop of £27 millions in receipts from exports of butter and cheese. The Reserve 
Bank has declared that the decline in receipts over the past year has been 
attributable in part to interruptions in shipments caused by the change in 
marketing arrangements. 

The Government has made a cash and conversion issue for {10 millions on 
the London market to raise part of the money needed to redeem the {12 millions 
of stock maturing at the beginning of this month. The new loan is at 4} per 


cent., 1970-73, issued at 973. 


South Africa 


External reserves have been falling markedly since the end of February. The 
central bank’s gold and foreign exchange holdings have dropped from £141} 
millions to about {115 millions. The Union authorities have denied that this 
movement is attributable to an exodus of funds to take advantage of the higher 
interest rates in the United Kingdom. The Government has, however, increased 
the rates of interest payable on Treasury bills from 2 7/16 per cent. to 24 per cent. 
for three months’ bills and from 2} to 22 per cent. for bills of six months’ maturity. 

Arrangements have been made for the Union to borrow a sum of Fls. 50 millions 
from the Netherlands capital market. The loan is to be floated by a group of 
Dutch banks. It carries interest at 4 per cent. and is redeemable by instalments 
over a period of 20 years. 

The Reserve Bank has undertaken to allocate dollars to certain wool manu- 
facturing firms to enable them to trade on the New York futures market. So far 
they have been allowed to trade only on the London and continental markets. 


Sweden 


The Swedish Government is seeking Parliamentary approval for an amend- 
ment to the Corporation Act to enable foreign corporations to establish branches 
in Sweden. Hitherto foreign interests wishing to establish subsidiary enterprises 
in the country have been obliged to found separate companies. 


Switzerland 


In order to slow down the embarrassing inflow of foreign capital, Swiss bankers 
have voluntarily undertaken to accept transfers from abroad only on the con- 
dition that notice of such transactions is given two months in advance; and, 
further, to pay no interest on non-commercial foreign deposits exceeding Sw. Frs. 
50,000. 

The Swiss central bank has requested the large banks as well as cantonal 
banks, local banks and private banks to hold with it minimum cash reserves. 
The amounts to be immobilized in this way will be 34 per cent. of deposits for 
the large banks and 234 per cent. of deposits for smaller institutions. The banks 
have, in general, maintained balances with the central bank equal to or larger 
than these requirements in the past. 

Foreign loans floated in Switzerland in 1954 reached a total value of about 
Sw. Frs. 400 millions, compared with Sw. Frs. 246 millions in 1953. In addition, 
Sw. Frs. 230 millions was made available in 1954 in the form of bank credits to 


foreign concerns. 
Turkey 


The decree introduced in March, 1955, authorizing imports without allocation 
of foreign exchange was rescinded at the end of April. 
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Appointments and Retirements 





Barclays Bank—London, Old Broad St. : Mr. C. H. R. Coltman, from Lombard St., to be 
manager. Ashton-in-Makerfield: Mr. D. R. Delves, from Warrington, to be manager. Aylsham: 
Mr. J. E. D. Burgess to be manager. Cambridge, Bene’t St.: Mr. J. M. Hyde, from Cardiff, and 
Mr. A. Maskell to be joint managers. Manchester, West Gorton: Mr. N. Rathbone, from Bolton, 
to be manager. Sherborne: Mr. W. Hilder, from Henley-on-Thames, to be manager. South- 
minstey: Mr. E. D. H. Hunneyball, from Burnham-on-Crouch, to be manager. 

Clydesdale & North of Scotland Bank—Mr. R. Laidlaw to be deputy chairman on retirement 
of Sir A. S. Macharg and Captain J. S. Allan who retain their seats on the Board of Directors. 
Committee of London Clearing Bankers—Mr. R. H. Barkshire, assistant chief cashier in the 
exchange control section of the Bank of England since 1953, has been appointed secretary of the 
Committee in succession to the late Mr. A. I. Hancock. 

District Bank—Sir Henry Spurrier has been appointed a member of the Board. Derby, 
St. Peter’s St.: Mr. K. Talks to be manager. 

Lloyds Bank—A xbridge: Mr. A. G. Short, from Christchurch, Bournemouth, to be manager. 
Bath: Mr. F. J. Thomas, from Head Office, to be manager. Birmingham, Tyseley: Mr. A. V. 
Oliver, from West Bromwich, to be manager on retirement of Mr. H. Vernon. Bristol, Brislington : 
Mr. D. J. Thomas to be manager. Ely (also Soham): Mr. W. H. Ward, from Stony Stratford, to 
be manager on retirement of Mr. B. W. Goodin. Herne Bay: Mr. R. L. Jameson, from Piccadilly, 
S.W., to be manager. 

Martins Bank—Mr. M. Conacher, deputy chief general manager, to be chief general manager 
on retirement of Mr. C. J. Verity; Mr. G. R. Tarn to be deputy chief general manager. London— 
Tothill St.: Mr. M. I. Ellis, from Swanley, to be manager; Tottenham Court Rd.: Mr. E. J. A. 
Salmon, from Fenchurch St., to be manager. Buxton: Mr. W.C. Gilby to be manager. Swanley: 
Mr. C. H. Piper, from Dartford, to be manager. Todmorden: Mr. S. Wilson, from Dewsbury, 
to be manager. 

Midland Bank—London—Head Office: Mr. E. J. W. Hellmuth, from Overseas Branch, and 
Mr. H. C. Goodison, from Poultry and Princes St., to be assistant general managers on retirement 
of Mr. P. Musgrave; Overseas Branch: Mr. G. I. Williamson to be manager; Gt. Portland St.: 
Mr. A. V. Cant, from Victoria St., to be manager. Bournemouth, Westbourne: Mr. A. T. Wood, 
from Old Christchurch Rd., to be manager on retirement of Mr. H. Macleod. 

National Bank of New Zealand—Mr. A. H. Ensor to be chairman on retirement of Sir Sydney 
Parkes, who retains his seat on the Board. 

National Provincial Bank—London—Bayswater: Mr. P. W. B. Mills, from Waterloo Stn., to 
be manager; Lombard St.: Mr. J. A. Thompson, from Head Office, to be deputy manager; 
Marylebone High St.: Mr. D. S. Cooke, from Aldwych, to be manager on retirement of Mr. H. A. 
Faircloth. 

Royal Bank of Scotland—Head Office: Mr. J. D. C. Dick to be assistant general manager; 
Mr. A. G. Campbell to be chief accountant. Dundee, Stobswell: Mr. A. M. Caldwell to be manager. 
Westminster Bank—Blackpool and South Shore, Blackpool: Mr. G. J]. Bowman, from Llandudno, 
to be manager. Clacton-on-Sea: Mr. E. B. Bradford, from Rayleigh, to be manager. Hailsham: 
Mr. J. W. Austin, from Hitchin, to be manager. Hyson Green: Mr. E. G. Drury to be manager. 
Llandudno: Mr. IT. Chaddock, from Southport, to be manager. 


BANK MELLI I IRAN. 


(NATIONAL BANK OF IRAN) 
Incorporated by Law in 1927. Holder of Exclusive Right of Note Issue 


































CAPITAL FULLY PAID aie i ic Rials 2,000,000,000 
RESERVES (Banking enna ad a Rials 522,000,000 
DEPOSITS - os - Rials 16,652,867,603 










Governor and Chairman of Executive Board : MR. ALI ASGHAR NASSER 
Head Office: TEHRAN, IRAN 


Over 190 Branches and Agencies throughout Iran 
CORRESPONDENTS IN IMPORTANT CENTRES ALL OVER THE WORLD 
New York Representative: One Wall Street, New York 


The Bank, through its Banking Department, offers complete banking service for Foreign Exchange 
Transactions, provides special facilities for Documentary Credits. etc., and with its numerous branches 
in Iran deals with every description of Banking business. 
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Banking Statistics 












































5 Trend of *“ Risk ’’ Assets 
e (Figures in italics show percentages of gross deposits) 
Actual /mns. {mns. 
Change Change 
IQ5I 1955 since since 
Oct. Nov. Jan. May Jan., 1955 Oct., 1951 
Barclays: 
: Advances .. 7” - 368. 5 371.0 383.7 421.7 + 38.0 + $3.2 
Ee y ne “< a 29.2 29.3 27.2 30.9 
a Investments ee = 310.4 425.7 513.2 453.0 — 30.2 + 166.6 
# of - - - 25.0 33.6 36.4 35.4 
4 Lloyds: 
& Advances .. 5 ‘a 345.2 351.1 321.6 359.4 37.8 14.2 
Py yA oe ~— 30.2 7.7 26.6 oS 
Investments a io 279.6 $71.2 428.6 395.3 — 33.3 115.7 
Yo = 24.4 g2.5 35-4 34-4 
Midland: 
Advances .. “ . 393.3 397.1 394.0 439.8 45.2 40.5 
» “a ws we 29.6 30.1 o2..7 22.3 
Investments a es 329.4 433.8 489.9 490.0 O.1 160.6 
% os os es 24.9 32.8 34.3 35.9 
National Provincial: 
Advances .. - id 290.3 295.1 250.4 209. 3 48.9 9.0 
% = .. = 35-4 37.2 28.2 37 «4 
Investments i ja 165.9 230.9 235.2 233.5 51.4 67.9 
of e - - 20.2 28.8 32.1 29.2 
Westminster: 
Advances .. ee oe 248.6 249.5 262.2 279.4 s7.2 30.8 
yA “a : oe 31.2 31.6 29.8 34.4 
Investments bn “ 209.4 263.6 310.3 265.9 — 44.4 + 560.5 
‘Yo 26.3 33-4 35.2 32.7 
District: 
4 Advances .. ws oe 60.1 62.6 64.0 72.0 + 8.0 + 11.9 
: yA “ ee ve 25.6 26.6 25.8 30.2 
4 Investments o« oe 71.5 O1.6 97.8 86.0 —- 11.8 + 14.5 
y - a 7” 30.5 38.9 39-3 36.1 
- Martins: 
Advances .. i - 89.6 Q1.4 97.5 103.8 + 6.3 14.2 
Es » A ea : 29.1 290.3 272 74.9 
be Investments es Wa 78.6 102.8 109.7 go. 1 —- 19.6 + 1.5 
& % es - 25.5 33-0 35.1 30.3 
E Eleven Clearing Banks: 
& Advances .. a ». 1,897.0 1,925.2 1,892.4 2,103.5 211.1 + 206.5 
t of - - 30.6 I 82 22.1 
& Investments a a r,555-2 2,032.7 2,350.7 2,141.4 — 209.3 + 5860.2 
S o%, ey “ 25.1 32.9 35.0 33.6 
i Trend of Bank Liquidity 
3 195! 1952 1953 1954 1955 
e Oct. Nov. Apr. Oct.t Mar. Apr. May Jan. Feb. Mar. Apr. May 
= Liquid Assets:* % y % % % % % % % % % % 
§ Barclays .. 40.0 32.8 31.6 35.0 31.3 32.6 31.8 34.1 29.8 28.8 30.4 31.0 
: Lloyds -+« @0.0 32.8 325. 350.9 33.0 33.6 32.7 35-1 31.0 31. 32-9 31.2 
. Midland .. 40. s3.3- 20 38.3 34. 33.7 34-0 35-4 31.9 30. 29 29.1 
37-2 33-9 32.5 33.0 35.2 34-4 30.7 31 31.6 


33: 
33: 


3 
National Prov. 39.4 30.6 31.1 
Westminster 36.7 30.9 37.6 34. 
5 
3 


om 
Ww 
_ 


31.7 Bl. 


I 
[ Q 
7 I 
30.6 29.7 29.5 29.8 
5 7 
31.0 28.5 2 


a i . Cw “ nth CA bi 
ROO ee ae eT 


bs fege 4 
District .- 28.0 30.5 20. 24.7 2%. 
z Martins + Se S23: oh 33-6 31. 31.6 32. 
‘2 All Clearing 

4 Banks... 39.0 32.0 31.6 36.6 33.0 33.1 32.9 34. 
* Cash, call money and bills. Eve of “ new” monetary policy. 


29. 


31.3 29.9 30.5 30.5 
After third funding. 
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Banking Trends over Thirty Years* 

















“‘ Risk ”’ Assets 
Liquid Assets 
Net Invest- Combined 
Averages Deposits Actual Ratio T.D.R.s ments Advances’ Ratio 
of Months: £mn. {mn. % {mn. {mn. % 
1921 - 1,759 680 38 a 325 833 64 
1922 - 1,727 658 37 —_ 391 750 64 
1923 ‘a 1,628 581 35 -— 350 761 67 
1924 ei 1,618 545 33 — 341 808 69 
1925 - 1,610 539 32 —_— 286 856 69 
1926 - 1,615 532 32 — 265 892 70° 
1927 os 1,661 553 32 — 254 928 690 
1928 sa 1,711 584 33 — 254 948 68 
1929 és 1,745 508 32 — 257 991 69 
1930 ‘in 1,75! 596 33 — 258 963 68 
1931 ee 1,715 560 32 — 301 919 69 
1932 ili 1,748 611 34 — 348 844 67 
1933 . 1,909 668 34 —_ 537 759 66 
1934 .- 1,834 576 31 — 560 753 7° 
1935 a 1,95! 623 31 — 615 769 69 
1936 ¥s 2,088 692 32 —- 614 839 68 
1936 a 2,160 713 32 _ 643 865 68 
1937 - 2,225 683 30 — 652 954 70 
1938 .* 2,218 672 30 — 637 976 71 
1939 ra 2,181 648 29 -- 608 991 71 
1940 - 2,419 785 31 73 666 955 65 
1941 ‘“ 2,863 676 23 495 894 858 59 : 
1942 _ 3,159 712 22 642 1,069 797 57 - 
1943 .. 3,554 723 20 1,002 1,147 747 52 
1944 - 4,022 788 19 1,387 1,165 750 46 
1945 - 4,551 886 19 1,811 1,156 768 4! 
1946 ss 4,932 1,280 25 1,492 1,345 888 44 
1947 “e 5,403 1,646 29 1,308 1,474 1,107 4° ro 
1948 - 5,713 1,703 29 1,284 1,479 1,320 47 } 
1949 - 5,772 1,920 32 983 1,505 1,440 49 
1950 = 5,811 2,345 39 430 1,505 1,603 52 
195! in 5,931 2,308 38 247 1,624 1,822 56 WW) 
1952 - 5,856 2,097 34 = 1,983 1,838 62 « 
1953 es 6,024 2,201 35 — 2,163 1,731 62 
1954 - 6,239 2,190 34 — 2,321 1,804 64 4 
1951: x 
Oct.f ee 5,981 2,423 39.1 177 1,555 1,897 55-7 A 
Nov.f_.. 5,973 1,981 32.0 108 2,033 1,925 64.0 
1954: 
May a 6,104 2,085 32.9 — 2,305 1,793 64.7 
1955: é 
Mar. - 6,139 1,917 29.9 — 2,281 2,024 67.2 t, 
Apr. - 6,147 1,947 30.5 —- 2,237 2,068 67.1 ~ 
May ‘ 6,104 1,943 30.5 ~-- 2,141 2,104 66.7 


* Ten clearing banks for 1921-35, thereafter eleven except for italicized line for 1936. 
+ Bank statements immediately before and after the launching of the ‘‘ new’ monetary 
policy and the first special funding operation. 





Floating Debt 


June 19, May 28, June 4, June Ir, June 18, 
1954 1955 1955 1955 1955 
Ways and Means Advances: fm. £m. £m. £m. £m. 
Bank of England .. és — 5-7 a “= 2 
Public Departments - 296.1 268.4 295.9 282.7 311.5 
Treasury Bills: 
Tender . se - 3300.0 3260.0 3250.0 3240.0 3220.0 
Tap.. - ms ‘i 1372.1 1808.1 1839.5 1903.6 1974.9 

















4968 .2 5342.2 5385-4 5426.3 5509.6 
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National Savings 


(f millions) 








Change 
Savings in Total Total 
Certi- Defence Savings Total Accrued Defence Remain- Remain- 
ficates Bonds Banks Small Interest Bond ing ing 
(net) (net) (net) (net) Maturity Invested Invested 
1948-49 . —- 6.6 —- 6.4 + 39.8 126.8 102.8 —52.1 +59.5* 6101.9 
1949-50 .. —23.4 — 18.6 - 29.7 -— 71.7 100.8 — 0.9 +24.2* 6120.7 
1950-51 .. — 5.5 — 20.7 — 64.7. -— 90.9 95.3 + 4.1* 6130.8 
1951-52 .. +19.8 —14.7 —- 90.3 -— 85.2 94.1 —42.6 — 36.5* 6094.3 
1952-53 -- +20.8 —I1.3 -I31.6 -122.1 88.3 —45.5 —73.4* 6020.9 
1953-54 .. +19.0 + 0.3 — 79.3 — 60.0 $3.6 —38.4 —12.2* 6008.7 
1954-55 -- +45.-8 50.0 35-5 $y. 5 8o.4 16.0 -120.8 6129.6 
1954-55 
April -- + 0.4 0.9 0.7 0.5 8.0 — 4.6 + 5.0 bOLL.O 
May -. + 2.5 + 1.6 2.3 r.d 6.4 4.5 3.0 6014.0 
1955-50 
April + 4.6 2.7 2,9 + 11.0 Sol —- I.I +15.0 6147.0 
May .. + 1.8 + 1.5 - 0.8 ~ 2.5 5-3 - 1.4 - 5.0 6152.6 


. 


* After taking account of net sales through the Post Office Savings Banks of Government 
securities other than defence bonds. 





Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 


Net Gold and Dollar 


Surplus (+) or Deficit (—) Financed by: 








a —_———— Reserves 
Net Special at End 
Years and With With Surplus Ameri- Payments Change _ of Period 
Quarters E.P.U.* Other or can and in 
Areas Deficit Aid Creditst Reserves 
1940 i su — —- — 9038 ~~. +1123 + 220 2090 
1947 ‘a - — —- 4131 : + 3513 — 618 2079 
1948 - s% - — —1710 682 + 805 —- 223 1856 
1949 - ms - —- —~ 1532 1196 168 — 168 1688 
1950 +“ oo + 4 +791 +- 805 762 + 45 +1612 3300 
195! é% -. —II2 — 876 — 988 199 - 176 —- 965 2335 
1952 = -. —276 — 460 — 7306 28 — 181 — 489 1840 
1953 ee .. +113 + 433 -+- 546 307 — 181 + 672 2518 
1954 - io ae -}+- 407 + 492 152 — 400 + 244 2762 
1954: 
~~ ba 5 t+ TO2 t 107 60 —— + 1067 2035 
IT a -- + 61 +-253 314 18 a + 332 3017 
if] ‘ia -- + 3 +- 57 -+ 60 35 — 21I!r — 116 2901 
IV -_ ~- + 16 - 5 11 39 — 189 — 139 2762 
1955: 
January = -. - I0 - 2 - 12 13 —- + I 2703 
February... ca ee —~ 103 —- 97 15 ~— —- 82 2681 
March - “ t+ 63 30 — 27 21 - Ss - 4 2667 
I 135 136 49 ~ S —- Q5 2607 
April .. Kis a = Re — II 2 17 ee oe) 2086 
May .. ia oo } 3B ~ 49 —- 18 18 - = 2686 
* Portion of monthly deficit or surplus settled in gold (in month following each accounting 
period). 


+ Comprising a “ repurchase ”’ of sterling from the International Monetary Fund in August; 
the initial payment on the funding of part of Britain’s overdraft with the European Payments 
Union in July; and service charges on the U.S. and Canadian loans in December of 1951, 1952, 
1953 and 1954. The special credits comprised $4,909 millions from U.S. and Canadian credits in 
1946-50; $420 millions from the I.M.F. in 1947-49; and $325 millions from the South African 
gold loan of 1948. 
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BANK OF BRITISH WEST AFRICA 








Profits Figures Appreciably Higher 





Lord Harlech’s Statement 





of the Bank of British West Africa, 
Ltd., was held on June 30 in London. 

The following are extracts from the state- 
ment by the Chairman, The Rt. Hon. Lord 
Harlech, K.G., G.C.M.G., circulated with the 
report and accounts for the year to March 31, 
1955: 

The Balance Sheet total shows little change 
compared with last year, but the profit figures 
are appreciably higher due to the larger 
volume of funds held during the greater part 
of the year and to the higher interest rates 
prevailing in London. 

The Reserve Fund was increased _ to 
{1,400,000 by a transfer of {200,000 from 
Profits. After providing for the dividend the 
amount carried forward in Profit and Loss 
Account was increased to £127,690. Your 
Directors are of the opinion that the continued 
building up of Reserves is essential in view of 
the expansion in the Bank’s engagements. 

Current, Deposit and other Accounts are 
virtually unchanged at £78,823,505. There 
has been some diminution of official funds held 
by us, but this has been offset by the deposits 
of the increased number of customers. Lia- 
bilities on Acceptances, Confirmed Credits and 
other Engagements on behalf of customers at 
{10,294,723 show an increase of £648,283. 


Tot. sixty-first annual general meeting 


Cash Items 

On the opposite side of the Balance Sheet, 
Cash at £10,304,858 is higher by some 
£4,276,076, the balance held at the Balance 
Sheet date in 1954 having been exceptionally 
low. Money at Call and Short Notice at 
22,500,000 shows a decrease of £3,325,000, 
and Bills of Exchange, principally Treasury 
Bills, at £22,268,373 show an increase of 
£542,730. Our liquid position is necessarily 
high as we have to be ready to meet the heavy 
seasonal demands which are made upon us. 
Investments have been increased by £1,010,345 
to the total of £14,837,170. Loans, Advances 
and other Accounts at {11,428,742 are lower 
by £3,001,978. 

Dividends of a total of Io per cent. have 
been paid for the year, which is equal to the 
payments made for 1954, and it is not the 
Directors’ intention to recommend any further 
dividend in respect of the accounts under 
review. The second interim dividend distri- 
buted in May was paid at that time instead of 
later in the year in order to simplify the 
carrying through of the changes in the Capital 
structure. 

Local Conditions 

In Nigeria and in the Gold Coast the political 
structure has moved further toward complete 
local autonomy. Proposals have been made 
for the extension of the franchise in Sierra 
Leone and arrangements have been intro- 
duced for a greater African participation in 
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Government in The Gambia. It must be 
recognized that these countries are passing 
through a formative period and experiencing 
the stresses and strains incidental to rapid 
development. 

The price of cocoa having risen to astro- 
nomical figures has since been falling steadily, 
but still sells at levels highly attractive to 
producer countries. The Marketing Boards 
and Government revenues have profited hand- 
somely. Both the Gold Coast and Nigeria 
have provided large funds for research into the 
problems of disease and pests, but so far there 
is no indication that larger crops can be 
expected. While cutting out of affected trees - 
has helped to curtail the spread of swollen 
shoot, capsid and black pod disease have levied 
a heavy toll. Short crops have created high 
prices, but other producers are being attracted 
into the field and some consumer countries, 
notably the U.S.A., have been forced to 
develop the use of substitutes. 

The shipping strike in the United Kingdom 
seriously disturbed the flow of merchandise to 
West Africa and hampered exports. The Lines 
have made strenuous endeavours to relieve the 
situation, but much mid-season trade was lost 
and subsequent congestion of vessels in the 
ports tended to neutralize their efforts. 

The textile trade has been difficult. Over- 
stocking has been prevalent and the intro- 
duction of direct shipping facilities from Japan 
produced occasional bulk arrivals causing some 
embarrassment. Lancashire was one of the 
heavy sufferers through changes in the origin 
of supplies. Local profit margins were so fine 
that there was a further movement on the 
part of smaller traders towards local pur- 
chasing in place of direct importing. 

The demand for education facilities grows 
yet more insistent. In spite of all the diffi- 
culties in providing buildings and trained 
teachers, good progress is being made, and the 
adoption of mass education schemes and the 
provision of free schools is showing very 
apparent results. 

Demand for Crops 


West Africa has enjoyed a long period in 
which her crops have commanded high prices 
abroad. Great strides have been made in the 
provision of public works and services and in 
raising living standards, while an ample reserve 
of resources has been built up which, carefully 
used, can provide buoyancy to the economy 
for years to come. Desirable as it may appear 
to be possessed of a substantial manufacturing 
Capacity, these are agricultural lands with a 
population of traditional farmers. It is to be 
hoped that the current enthusiasm for indus- 
trialization will not commit such a share of 
reserves as may deprive the territories of their 
ability to adjust themselves to sudden fluctua- 
tion in the price of their major exports. 

The report and accounts were adopted. 











NATIONAL BANK OF NEW ZEALAND 





Satisfactory Expansion of Business 





Mr. Arthur H. Ensor on Trading and Industrial Conditions 





HE annual general meeting of The 
National Bank of New Zealand Limited 
will be held on July 7 in London. 


The following are extracts from the circu- 
lated statement of the Chairman, Mr. Arthur 
H. Ensor: 


Turning to the accounts for the year ended 
March 31, 1955, Deposit and Current Accounts 
at {60,024,000 show an increase of £5,452,000. 
There is little change in the item Bills Payable 
and Other Liabilities. On the Assets side of 
the Balance Sheet the principal change is 
shown in our Advances which stand at 
£39,786,000, showing an increase of {10,371,000 
over last vear. 


The net profit brought in after providing for 
taxation is £265,430, which is an increase of 
£52,000 over the figure for last year and 
reflects the higher average level of our profit- 
earning assets. The results are particularly 
satisfactory when viewed against the back- 


ground of the continued increase in our 
running expenses. 
From the net profit we have allocated 


{100,000 to Contingency Account and in 
January last we paid an interim dividend of 
4 per cent. actual, less United Kingdom 
Income Tax at gs. in the /. The Directors 
now recommend a final dividend of 6 per cent. 
actual, less United Kingdom Income Tax at 
8s. 6d. in the f, making a total distribution of 
10 per cent. for the year. This leaves a 
balance to be carried forward to the current 
year of £188,050. 


Share Capital 


It may not have been generally realized 
that under the National Bank of New Zealand 
Limited Act, 1873, incorporating the Company 
in New Zealand, each share carried a reserve 
liability of £7 10s. in addition to the uncalled 
amount of each share. 


This position has long been recognized as 
unrealistic, and I am very pleased to say that 
the New Zealand Government have fully 
appreciated that the relative clause in the 
Act was not in accord with present-day prac- 
tice and the necessary amending legislation 
has now been passed removing the reserve 
requirement. 


The Directors have had under consideration 
the question of improving the capital structure 
and recommend for your approval the capitali- 
zation of £400,000 from General Reserve to be 
applied in paying up tos. of the uncalled 
liability on each of the 800,000 issued shares 
of {7 10s. each, making them £3 paid. 


It is further recommended that each of 
these shares should then be sub-divided into 
three shares of £2 Ios. each, £1 paid. 


In connection with this recommendation 
the Directors have transferred £400,000 from 
Contingency Account to General Reserve. 


Business Development 


It is satisfactory to record that the number 
of our customers continues to show a steady 
increase. We have a total of 136 branches and 
agencies throughout New Zealand, and al- 
though this gives us a good network of branches 
in the more important districts we are always 
mindful of the necessity of extending our 
representation in other developing areas. 


Primary Production 


Production has been maintained surprisingly 
well and the volume of output of all primary 
products must be regarded as satisfactory. 


General Trading and Industrial 
Conditions 


During the year the Government introduced 
several measures designed to give greater 
economic freedom. The system of exchange 
allocation for imports which was imposed as a 
special measure in 1952 to curb the excessive 
rate of imports was terminated as from 
January 1 last. There has been, in addition, 
a progressive liberalization of import controls, 
whilst a large number of goods has been 
removed from price control. 


Retail trade has been buoyant; turnover 
has been higher and stocks have been in 
adequate supply. There were no major 
strikes or labour troubles during the year. 
There are strong indications—although figures 
are not available to support this—that a 
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factor contributing to the growth of demand 
for consumer goods has been the increase in 
the use of hire-purchase finance, and there 
can be little doubt that a further growth in 
the total of hire-purchase loans would at this 
stage be harmful to the economy. 


Secondary industries continue to expand 
under the stimulus of a high demand for 
almost all types of goods. The general picture 
is one of prosperity, but it cannot be too often 
emphasized that with its high volume of 
overseas trade and its high and rigid internal 
cost structure, New Zealand is very vulnerable 
to changes in the value of its exports upon 
which the standard of living depends. The 
Reserve Bank has recently emphasized that 
the Dominion must concentrate increasingly 
on improving its competitive position, which 
entails research into new methods of efficient 
production, more attention to quality, pack- 
aging and advertising, adaptability in produc- 
tion to meet any changes in market conditions 
and consumers’ preferences; but it is also 
vital that the country’s competitive position 
should not be undermined by inflation. Unfor- 
tunately, signs of inflation are still present, 
one indication of an overloaded economy being 
the continued shortage of labour, to which my 
predecessor referred last year. Moreover, 
retail prices have continued to rise in the 
absence of any rise in the price index for 
imported goods, and the pressure on the 
Dominion’s Overseas reserves is considerable. 


Credit Restraint 


The Reserve Bank has used the monetary 
weapon under its control in order to prevent 
undue expansion of bank credit and the 
reserve ratio applicable to the trading banks 
has been adjusted from time to time in order 
to keep their free cash at a low level. In 
addition, the Reserve Bank’s discount rate 
was increased on November 26 last from 
34 per cent. to 4 per cent., and although 
there is no organized discount market through 
which this rate can make itself felt, the banks 
now have to pay the higher rate should they 
borrow temporarily from the Reserve Bank. 


These measures necessitate the banks follow- 
ing a cautious and conservative lending policy 








but will not reduce the pressure from the 
public for bank advances. For a policy of 
credit restraint to be properly effective 
throughout the economy it is necessary for 
it to be brought home firmly to the borrowing 
public and this is best achieved by an appro- 
priate increase in the cost of borrowing. The 
present level of bank interest rates is, however, 
unlikely to act as a deterrent to the borrower 
and seems out of line with the general pattern 
of interest rates in other sectors of the 
economy. 


In existing circumstances it is important 
that development plans should not be forced 
ahead too rapidly, that the strain on domestic 
savings should be relieved in appropriate cases 
by external borrowing, and that a realistic 
interest rate structure be maintained. 


Important Projects 


Further substantial progress has been made 
in the utilization of the Dominion’s resources 
of exotic forests. The large new Kraft pulp 
and paper mill of New Zealand Forest Products 
Limited has been in production for the full 
year and 42,500 tons of pulp and 17,500 tons 
of paper have been produced. The company 
has also produced during the same period an 
immense quantity of timber and timber pro- 
ducts, including 55 million board feet of sawn 
timber and 65 million square feet of wall 
board. The new construction programme of 
Whakatane Board Mills Limited is proceeding 
well. Remarkable progress has also been 
made with the erection of the large newsprint 
and pulp mill at Kawerau for the Tasman 
Pulp & Paper Co. Limited, and with the 
building of the new town to house the staff 
and workers of the mill. This reflects great 
credit on the State Departments responsible 
for the various associated works and upon the 
contractors who have carried out the con- 
struction work with energy and efficiency. 
The plant is expected to be in operation 
shortly. The announcement that the Com- 
monwealth Development Finance Company 
Limited has acquired a share interest and has 
provided {2,500,000 of debenture capital 
underlines the importance of the project to 
the economy both of New Zealand and the 
Commonwealth. 
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OTTOMAN BANK 





Satisfactory Liquid Position 





Lord Latymer’s Review 








of Ottoman Bank was held on June 29 in 
London. 

The Rt. Hon. Lord Latymer (the Chairman) 
presided, and in the course of his speech said: 

In Turkey two main factors reacted un- 
favourably on the trade balance in 1954. First 
of all, whereas in previous years the cereal 
harvest produced an important exportable 
surplus, the wide-spread drought during last 
vear resulted in a deficit. At the same time 
the rise in internal prices increased their 
disparity with world prices and thus rendered 
certain exports very difficult. 

Consequently, there is continued difficulty 
in payment of debts to foreign countries. More 
than once in the past Turkey has had to pass 
through a difficult time and we know that these 
problems are receiving the whole attention of 
the Turkish Government. 

On the other hand we must bear in mind the 
ereat efforts made, not only to equip the 
country—dams, bridges, power stations, ports, 
roads, etc.—but also to improve agricultural 
and industrial production, and generally to 
raise the standard of living of the population. 

During the year important new works have 
been carried out; I might mention among 
others the founding of a factory for tractors and 
agricultural machinery, and the building of 
silos and fertiliser factories. 

The consumer goods trade has_ also 
developed, following the increased demand 
from a population whose purchasing power has 
risen. Thus, new sugar refineries and textile 
mills have come into being. 

But Turkey is primarily an agricultural 
country, 82% of her 21,000,000 inhabitants 
being farmers. 

Mechanisation, the right fertilisers, increased 
credits to farmers, bulk purchases at better 
prices by the Office des Produits du Sol and 
improved irrigation have all combined to 
increase the area under cultivation from 
7,560,000 hectares during 1946-49 to 11,293,000 
hectares in 1954. In spite of this, unfortunately, 
the cereal harvest, which in 1953 had been 
excellent (14,340,000 tons), was affected by bad 
weather in 1954 and reached 9,598,200 tons 
only. 

The production of dried vegetables suffered 
similarly and fell from 501,000 tons to 420,000 
tons. The cotton crop (142,000 tons against 
140,000 tons in 1953) and the tobacco crop 
(98,000 tons against 122,000 tons in 1953) each 
showed an exportable surplus of about 70,000 
tons. 

The mining industry, in which large sums 
have been invested in recent years, continues 
to progress. 

Turkish industry also made great strides and 
has maintained its importance in the country’s 
economic expansion. Nevertheless, as might be 
expected, the full effect of capital investments 
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in industry of recent years can scarcely be 
felt for some time to come. t 
The results of the Law Encouraging the 
Investment of Foreign Capital, passed in 
June, 1954, have been satisfactory. The total 
amount invested thereunder has_ reached 
Ltq. 232,000,000. The Industrial Development 
Bank of Turkey, moreover, has granted credits 
of over Ltq. 32,500,000 to private industry. 


Egypt 

After many months of difficult negotiation 
agreement was reached in July between Egypt 
and Great Britain on the future of the Suez 
Canal Zone and a treaty was signed by the 
two countries in October. ; 

Thus the year 1954 saw the end of an epoch. 
All will wish Egypt and her rulers well in the 
new era which has begun. It seems certain 
that, in the years which lie ahead, the over- 
riding problem for the country will prove, with 
increasing insistence, to be the production of 
food to meet the needs of a growing population. 

The successful sale of the year’s cotton crop 
remains as ever the biggest single factor in 
maintaining national prosperity, but for long- 
term improvement, development plans of great 
importance are under way. The most vital of 
these is, of course, the project involving a new 
high Aswan Dam. This, it is calculated, will 
allow the reclamation of as much as two 
million feddans of land now barren and, at 
the same time, generate new power for Egypt’s 
expanding industries, 

The Chairman then reviewed the other 
territories where the Bank had _ interests, 
namely, Sudan, Jordan, Iraq, Cyprus, Morocco, 
Lebanon and Syria, and continued: 

As in previous years our Paris and London 
offices played an important part in the finance 
and encouragement of trade with the countries 
where our branches are established. 


Balance Sheet Items 

The 1954 figures are not greatly different 
from those of the previous year. The 
liquid position remains satisfactory with cash, 
money at call, and bills receivable together 
totalling more than 40 per cent. of the deposits. 

Bank premises and real estate at {1,350,000 
is an increasing figure and reflects the new 
construction which has become necessary for 
the proper accommodation of our business, 
especially in Cairo and Baghdad. 

The total amount of profit available, includ- 
ing the balance of £29,056 brought forward 
from 1953, 1s £433,469, compared with £429,056 
last year. After appropriating {200,000 to 
‘Reserve for Contingencies,’’ the balance 
remaining is £233,469. 

The committee propose that a dividend of 
8s, per share be paid again this year, absorbing 
£200,000 and leaving £33,469 to be carried 
forward to 1955. 

The report was adopted. 
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IMPERIAL CHEMICAL INDUSTRIES 





Record Group Sales 





Dr. Alexander Fleck’s Speech 





HE twenty-eighth annual general meeting 
of Imperial Chemical Industries, Limited, 
was held on June 16 in London. 

Dr. Alexander Fleck, the chairman, in the 
course of his speech, said: The consolidated 
sales of the Group, after deducting the value 
of the sales made by our new subsidiaries, 
have increased from {£282 millions to £327 
millions—an increase of £45 millions, or 16 per 
cent. over the figure for 1953, itself at that 
time the highest in our history. The Com- 
pany’s home sales and direct exports each 
increased by approximately the same _ per- 
centage. 

[ should like most specially to draw your 
attention to the table of price indices in which 
the changes in home trade prices of the 
Company’s products are compared with other 
significant indices. I am sure you will agree 
that the comparison shows the Company’s 
prices in a very favourable light. Since 1938 
the cost of our raw materials has risen by 
272 per cent. and the earnings of our workers 
have risen by 202 per cent. For the same 
period the Board of Trade wholesale price 
index increased by 225 per cent. In com- 
parison with these .increases (each of which 
exceeds 200 per cent.) the prices at which 
[.C.I. sells its products in the home market 
have risen by only 91 per cent. This, I think 
you will also agree, shows the remarkable 
success which has attended the Company’s 
policy of keeping its selling prices as low and 
as stable as possible. Low and stable prices 
encourage our customers to use more of our 
products, and as our products are used by 
many british industries, we believe that our 
price policy aids and supports the economy of 
the country as a whole. 

Between 1953 and 1954 the Company’s 
price index for home sales has moved up by 
one point only, and the increase in the value 
of our home sales during this period is therefore 
almost entirely due to increase in volume. 
The consequential increase in profit for 1954 
is also attributable to increase in volume, 
coupled with improvements in efficiency due 
to work study and other factors. 

The Company will continue this price policy 
and will aim not only at absorbing increased 
costs but, wherever practicable, at seeing that 
reductions in costs resulting from improved 
methods and greater efficiency are reflected in 
lower prices to its customers. Let me empha- 
size, however, that the price indices I have 
quoted are averages, and that it may not be 
possible in all cases to avoid an increase in 
price; in fact, I am sure that some readjust- 
ments upwards in some of our products will 
almost be inevitable. This is particularly so 
where raw materials, fuel and freight represent 
a large proportion of total costs. 

Exports and Overseas Interests 

At £674 millions the Company’s exports 

were a record and showed an increase of 
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16 per cent. over the previous year. This 
increase in the value of exports represents a 
still greater rise in the volume of exports. 

I regard this high export figure as a par- 
ticularly significant feature of the year’s 
trading, because it has been achieved in the 
face of keen competition from other major 
chemical producing countries and in spite of 
the strong demand for our products from the 
home market. Indeed, if indirect exports 
were included, it would be seen that more 
than 40 per cent. of the Company’s production 
now goes abroad. 

A number of our overseas companies are 
now substantial manufacturing entities, and 
when I tell you that the total turnover of the 
Company’s overseas business (both local manu- 
facture and imports from the United Kingdom) 
through subsidiary and associated companies 
is now approaching in value I.C.I.’s sales in 
the United Kingdom, I am sure you will 
appreciate how important our overseas in- 
terests are. 

It is worthy of note that the net I[.C.I. 
Ordinary dividend, requiring just under /8 
millions, represents rather less than 37 per 
cent. of the net income of the year, {21}? 
millions. Furthermore, this Ordinary dividend, 
requiring {£14 millions before deduction of 
income tax, represents a return of 4.8 per cent. 
gross on an employed capital of £295 millions, 
which, according to the Company’s balance 
sheet, is the employed capital belonging to the 
Ordinary stockholders. 

Current Year’s Trading 

As regards current trading, I am pleased to 
tell you that in 1955 we have so far experi- 
enced a period of great activity. The general 
level of both home and export sales is well 
above that of the corresponding period of last 
year. In fact, I do not think I can do better 
than repeat the words that I used to the 
stockholders last year and say that: ‘‘ So far 
this year the Company has enjoyed, in common 
with other industries in this country, a period 
of expansion, and the prospects are in general 
good ”’. 

This, of course, assumes that the very serious 
strikes which so gravely affect our national 
economy are not allowed to recur and that our 
united efforts can be successfully directed to 
minimizing, if not eradicating, the deplorable 
setback which the country as a whole has 
suffered. 

On the other side of the account, I would 
tell you that the increased level of sales this 
year, to which I have referred, is due to some 
extent to production now coming forward 
from new plants which have recently been 
completed. Competition, particularly over- 
seas, is strong, but we are confident that, 
provided our prices do not have to be put up 
because of rising costs at home, we can meet 
this competition and make still further progress. 

The report was adopted. 











BOW MAKER 


INDUSTRIAL BANKERS 


There are Bowmaker offices throughout the 
United Kingdom — your local telephone 
directory will give you the address 

and telephone number of your nearest 
Bowmaker branch. 


Bowmaker provide specialised credit facilities 
for industry, commerce, export and import. 
Over twenty-five years’ experience of industrial 
finance is at your service — your enquiries 

will receive prompt, personal attention. 


BOWMAKER LTD., Bowmaker House, Lansdowne, Bournemouth. Phone : Bournemouth 7070 
London : 6! St. James’s Street, S.W.!. Phone : GRO 66/1/6619. Branches throughout the U.K. 
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